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FOREWORD 


In this country, struggling to modernise its traditional society, 
the national economic necessities have conflicted with political 
pressures from the masses and the effort for economic growth has 
consequently endangered economic, social and political stability. 
The increase in tensions is to be attributed to the inability of phy- 
sical production to keep pace with capital investment. This situa- 
tion is most marked in the agricultural sector, which not only 
accounts for 49.6 per cent of India’s gross national product but is 
also the springboard for growth in other sectors of economic acti- 
vity. Precisely for this reason the problems of agricultural deve- 
lopment have assumed new dimensions and a new urgency. 

The development of Indian agriculture attracted the attention 
of the rulers and publicists of seven decades ago when frequent 
recurrence of famine threatend the maintenance of law and _ order 
and generated rural discontent. This year’s betrayal of the mon- 
soon and the heavy shortfall in agricultural output have reminded 
the present rulers and the leaders of public opinion that the efforts 
made so long to tackle the agricultural problems have not been 
commensurate with their magnitude and have, therefore, to be 
strengthened considerably if the grower is to be extricated from 
the century-old stagnation and lopsided development of agri- 
culture. 

In this new effort as in the past credit continues to be the hot 
bed of discussion. Its pattern and organisation have been the 
subject of fresh thinking both among agricultural economists and 
rural workers as well as among policy makers and executors. ‘To- 
wards this discussion and the identification of the problem of 
credit organisation, Dr. S. N, Ghosal has made a useful contribu- 
tion. The books published so far on the subject have dealt 
exhaustively with the short-term and medium credit needs of the 
farmer but have touched on only the fringe of the problem of his 
long-term requirements. In his book on “Agricultural Financing 
in India” Dr. Ghosal has dwelt almost exclusively on this much 
neglected aspect of the problem and its solution. Being a_profes- 
sor at a college in Jodhpur he was probably more conscious of the 
shortcomings and lopsided development of the co-operative credit 
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structure handling short-term and medium-term finance than_ his 
counterparts in Western India accustomed to attach a secondary 
role to the long-term credit needs of the growers. This basic 
regional imbalance has influenced his judgement about the merits 
of the solution. 

The author rightly fixes the nails on four heads that constitute 
the agricultural problem of India when he says that the farmer 
has four main needs, viz. (a) practical knowledge of the technical 
improvements, (b) confidence that they will prove economic on the 
farms, (c) ready and well arranged credit and (d) step by step 
practical guidance in effectively combating the elements including 
the agricultural indebtedness and exploitation by money lenders. 
The skilfull planning of different types of inputs presupposes the 
farmwise preparation of production plans backed by the needed 
wherewithals and strong and efficient agricultural marketing 
system, and a dynamic credit organisation capable not only of 
providing credit to the needed extent as and when required but 
also of supervising its use and ensuring its repayment on the basis 
of the borrowers’ repaying capacity. 

The conception of sucha type of agricultural credit organi- 
sation is not novel. Ifit has not taken a deeper root in spite of 
six decades of co-operation, which during the past 10 years has 
been a state-partnered instrument of development, it is only be- 
cause the capacity to mobilise the human resources for the task 
and the efforts to inject the needed discipline have not proved 
commensurate with the demands of a traditional society of small 
farmers groaning under debt, operating on uneconomic farms and 
evading discipline in strained circumstances, partly of their crea- 
tion but mainly beyond their control. If co-operation has not 
produce the optimum results in such a situation, itis only because 
it cannot serve as a mechanical instrument of develepment opera- 
ting under conditions not congenial to its use. At the same time 
there are fine examples of individual co-operative institutions 
which have given an excellent account of themselves. 

‘he reasons for this wide divergence need not be elaborated 
here. ‘They have been documented in the reports of various com- 
missions published since 1916. The main theme of these publi- 
cation is the evasive problem of leadership. ‘The author rightly 
points out that, since individual leadership cannot be counted 
upon, institutional leadership may be encouraged; but institutional 
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leadership can spring up only from individual leadership. The 
question then is whether the co-operative structure, visualising 
that the borrowing institutions at the lower layer should control 
the lending institutions at the upper level can produce the desired 
leadership, and whether it should be strengthened otherwise if it 
cannot produce leadership from within. The Rural Great Survey 
Committee provided the answer by suggesting State-partnership 
in its wider sense. But State-partnership was developed in the 
subsequent decade only as an agency to sponsor and finance an 
integrated credit structure. It is this half-hearted effort which, 
while throwing a heavy responsibitity on the co-operatives dispro- 
portionate to their overall strength, instrinsic or State-partnered, 
paved the way for the uneven development of co-operation in 
States and its failure in others. 

After listing his grievances against co-operative credit, Dr. 
Ghosal has come to the conclusion that it can at best provide 
subsidised credit but it cannot be transformed into an agency to 
mobilise savings and meet large-scale capital needs of developing 
agriculture. He is equally emphatic that co-operation can claim 
no special merit for being entrusted with the role of disbursing 
long-term development credit. Irom this has emerged his solution 
that the co-operative structure may be adopted for servicing and 
supervising the loans to the farmers and that a network corpora- 
tions should be set up to finance the farmer. 

This suggestion, though superficially attractive raises two 
major issues. First whether the mere replacement of one type 
of institution by another can automatically overcome the organisa- 
tional weaknesses. and, if not, whether the strength meant to be 
imparted to a new institution cannot be injected into the existing 
institution. Secondly, whether a new structure based on the 
agricultural development corporation, as a subsidiary of the 
Reserve Bank at the national level, and land development banks 
or public corporations operating at the State level and functioning 
at the block level through simple loan committees, can plan the 
credit needs of some three million farms, provide credit, supervise 
its use, and ensure its timely recovery. It would appear from the 
history of the taccavi loans and the co-operative movement in 
India that no institutional agency can effectively and efficiently 
function unless it has its organisational roots in the land itself. 
The story of land mortgage banking and its shortcomings narrated 
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in 10 chapters by the author underlines that its patchy growth is 
due to the absence of this prerequisite. Again, the effort to 
reorganise the superstructure in Eastern India during the past 
three decades has not met with the desired success primarily be- 
cause the institutional base at the village level was not sufficiently 
strong. 

In looking out for a way, one might usefully turn to the exper- 
ience in the old Bombay State during the inter-war period. It has 
demonstrated that, if the apex institution is strong and the primary 
organisation is not hopelessly weak but is responsive to the effort 
for its strengthening, the precise form ofits intermediate level 
during the transitional period is immaterial. It has also empha- 
sised that where a primary society 1s exceptionally weak or does 
not exist, direct co-operative finance to individuals can serve as 
a nucleus for creating and building up the primary structure. But 
even in those dark days the Bombay State Co-operative Bank felt 
the need for setting up an intermediate committee in the form of 
branches representing the primary societies. 

The point to be noted is that the institution at the State level, 
irrespective of its form, must be capable of mobilising the resources, 
providing the financial leadership, and establishing organisational 
links with the base, 7. ¢., the village, through some form or organisa- 
tion at the district level. Viewed in this context, the current 
controversy over the establishment of agricultural credit corpora- 
tions in co-operatively undeveloped States appears to be academic 
so long as there is unanimity of opinion on the task to be fulfilled. 
What is relevant to note is that a weak or inefficient institution, 
co-operative or otherwise, cannot do the trick of imparting strength 
to the base or derive for itself strength from the base. Nor can 
the integrated credit structure be built without ensuring that each 
step is in tune with the other. 

A common fallacy is that the burden of interest rates is a major 
hindrance to the expansion of agricultural finance and its proper 
use. ‘This complex has tempted some of the experts to preach 
the false economy of removing one or the other layer of the 
organisational structure. The author has done well to remove 
some of the cobwebs. While conceding that high interest rates 
anda high burden of debt are bottlenecks in growth, he has 
argued that credit is no more than an inducement offered to the 
farmer to conform to all all-round programme of social improve- 
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ment and a directed production policy; but a drop in interest 
rates of even 20 per cent would provide less incentive for use of 
additional capital than prospects of favourable prices and yields, To 
hang on today to the views the Agricultural Finance Sub-committee 
expressed in 1946, when agriculture had just emerged from the 
adverse impact of world depression, is to beg the and question. 
To harp on its findings that the agriculturist cannot bear more 
than a 6} per cent of interest is out of tune with current conditions. 
This is however not condemn the effort to reduce the cost of 
credit by reducing risks and the cost of administration. What is 
emphasised is that the interest rates must be subordinated to 
efficient distribution and prudent use of agricultural credit. The 
role of agricultural finance in the rural economy of India is 
crucial because it serves as a pivot to an all-round growth of the 
rural sector. But evena strong, efficient and resourceful credit 
institution cannot play its part purposefully and fully unless its 
effort is backed by steps to strengthen the supplies and services 
which credit can produce, to discipline the farmer in the prudent 
use of credit, and to reorganise the agricultural marketing spstem 
which, under present conditions does not assure the grower an 
adequate reward commensurate with his productive effort. 

The book lucidly deals with only one aspect of agricultural 
finance, viz., long-term credit needs. But it is the crucial facet 
of the agricultural development problem hitherto neglected. It 
is, however, doubtful whether the land development bank can 
sucessfully function through its simple loan committees. Indeed, 
the tardy growth of the land mortgage banks is to be attributed to 
the fact that they fail to establish a close relationship with agricult- 
ural primaries and through them with the tiller of the land. This 
is, however, a point on which opinions can differ, though the 
intentions can be good. And, therefore, it one is not able to 
share the views of the author on some of his recommendations 
it does not mean that one understimates the value of the book. 
The student of agricultural economics will find food for thought 
on the vexed problem of agricultural finance, for the cure of 
which a good many experts have written prescriptions on various 
occasions but have not been able to produce a bold authority 
which can administer any of the prescriptions to the institutions 
and to the States which jointly can bring the fruits of agricultural 
finance to the door of the farmer. One hopes that Dr. Ghosal’s 


xl FOREWORD 
book on ‘Agricultural Finance in India” will provoke those 
interested in rural development and welfare to explore the wider 
field of the agricultural problem whose gravity has been brought 
home by the current economic stagnation of the country. 


G. M. Laup 
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ALTHOUGH the Kural pointed out nearly 2,000 years ago that, 
‘the agriculturist is the linchpin of the whole social chariot’, 
this truism has all along been largely ignored in practice. In 
Asia and Africa during the last few centuries a horde of invaders, 
emperors, and later colonial powers had come and gone, but 
with little effect on the rural people, most of whom were conscious 
of their government only when either taxes were levied or more 
young men inducted for military service. 

Following the struggle of the developing countries for 
independence after World War II and the withdrawal of the 
colonial powers, the primary concern of most of the new leaders 
was industrial growth, which they viewed as the glamorous 
symbol of western economic advancement. In this, India too 
had her full share of urban-oriented sceptics who saw the 
peasants, in Karl Marx’s terms, as lost in the ‘idiocy of rural 
li’, and considered industrial expansion as the only true 
measure of progress. 

It is, therefore, a curious irony of economic history that the 
main industry in India, agriculture, had not evoked in the 
past the same interest in the government. and the people as 
some other industries like steel and oil have. 

More recently however the key role of the 70 per cent of the 
people who live in the rural areas of India has become strikingly 
apparent. Politicians are beginning to understand _ that 
peasants who see no tangible signs of economic progress cannot 
be expected to identify themselves with their government, 
and that an orderly political system, therefore, largely depends 
on what happens in the countryside, 7. ¢. in agriculture. 

Agricultural planning in India has, therefore, become a happy 
hunting ground for politicians and theorists. In the ultimate 
analysis agricultural schemes have got bogged down in factious 
controversies, creating as a result, a climate for chronic food 
shortages. 

Economists recognise the need to increase the supply of food, 
for domestic consumption if possible for export also. And 
since half of the gross national product in India consists. of 
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agricultural products, their output decisively affects the indices 
of national production on which broader economic judgements 
are based. The more farsighted also see rural development 
as an essential pre-requisite for industrial growth.t 

Rural development envisages development of agricultural 
industry. The development of agricultural industry depends 
upon capital resources and enterprise. India—may also other 
developing countries of the world lack in both of these essentials. 
Investment in most underdeveloped countries is very low, 
something like 5 per cent of the national income. It is obvious 
that this level is below the critical minimum necessary to escape 
backwardness.2, Investment is low _ partly because savings 
are low. But will investment increase if savings are higher at 
the current level of income? All we know from the Indian 
experience of the last few decades is that in the absence of 
planned effort and existence of suitable environment, periods 
of larger savings cannot be canalised through autonomous 
investment.2 In the absence of that savings follow and not 
precede induced investment. Whatever current surplus exists 
will have to be collected and even increased deliberately, but 
the main emphasis should rest on the marginal rate of savings, 
z.é. savings from additional income brought out by higher 
investment. It is the potential savings against current savings 
which are more important. The existence of larger savings 
alone does not guarantee larger investment. This might sound 
like the Keynesian reversal of Say’s Law. But it is much more 
than that. The reversal of Say’s Law was based on the role of 
‘effective demand’ which assumed a given large stock of capital. 
An underdeveloped country does not possess the latter. Its 
position is nearer that given by Marshall who advocated 
investment which created both savings and investment oppor- 
tunities. However, Keynesian investment function is directly 
based on the schedule of marginal efficiency of capital in relation 
to the rate of interest; savings and investment equality is 
achieved through changes in income and expenditure, savings 
always being the camp follower. What about marginal efficiency 


1 Jacob Viner, International Trade and Economic Development, p. 62 

2 A. O. Hirshman, The Strategy of Economic Development, p. 41 

8 J.D. Sethi, Problems of Monetary Policy in the Underdeveloped Country, p. 81 
4 Marshall, Principles, p. 70 . 
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of capital in a developing country? Marginal efficiency of 
capital, which is a ratio, is the result of two factors; expected 
future returns of investment and the cost of investment. With 
a small existing stock of capital marginal efficiency of capital 
can be expected to be reasonably high. It can be admitted 
that with scarce capital stock marginal efficiency of capital should 
be high. But what cannot be admitted is that resources would 
be drafted to production purposes and the economy will create 
its own stream. It also follows that marginal efficiency of capital 
cannot be increased by raising further the consumption function, 
for the effect of low level of savings is already acting in the 
opposite direction.® However, reducing the consumption function 
may not be helpful either unless there exists total planning. 
The inducement of a high marginal efficiency of capital can 
be destroyed by a high discounting of it by uncertainity and 
risk of the future. The factor of uncertainity is almost cursing 
the Indian economy. ‘Therefore, even if we assume a high 
marginal efficiency of capital, a high discount factor of risk will 
militate against investment. Further, marginal efficiency of 
capital is to be related to interest rates. The prevalence in 
India of institutionally determined high rates, which cannot be 
readily subjected to changes through monetary policy is a 
deterrant to investment. This is borne out by the stickiness 
of the long-term rate.* For example in agriculture, the dominant 
and most risky sector of an underdeveloped economy, returns 
on capital investment tend to materialise slowly, so this high 
interest rate is deterrant to sinking funds in that sector. 

The preceding analysis was on the assumption that investment 
function is either Kenesian or Classical. Even if we assume high 
marginal efficiency of capital and low interest rates and low 
discount factor of risk, investment need not increase owing to 
the existence of real bottlenecks, some of which are in themselves 
responsible for both high discount factor and high interest 
rates.8 Thus high rates of interest and high burden of debt are 
characteristics of bottlenecks in the growth of a developing country 


caps Baran, The Political Economy of Growth, pp. 23-24 

6 A, H. Hanson, Growth and Stagnation in the American Economy, 1954 

? M. Moonitz, ‘The Risk and Obsolescence and the Importance of Rate of 
Interest’, Journal of Public Economics, August 1943 

8 R. L. Raisson, Factors and Prospects in the Money Market, May, 1955 
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and India is undergoing the same strain. Shortage of credit may 
be both the cause, in that lack of ready money in the hands of 
the farmer prevents investments in the farm, and also the effect 
or symptom of poverty in that high interest rates and high burdens 
of debt may reflect a chronic insufficiency of the farmer’s income, 
and a permanent tendency for consumption to outrun production, 
In the first case the shortage of credit arises from the fact that 
the structure of agricultural credit is not adapted to the needs of 
the small farmer; and in the second case, where shortage of 
credit reflects a retrogressive condition in agricultural production; 
these twin problems should be put together and the challenge 
faced in the proper perspective to attain the desired development 
of the agricultural sector of our economy. 

But there are, in addition, several other real factors responsible 
for low investment in agriculture in a developing country, as given 
below : (a) Lack of entrepreneurs; Schumpeter’s ‘dashing entre- 
preneur’ is a lengendary person; (4) uncertainity and costliness of 
capital equipment due to dependence on imports; and (c) insuffi- 
ciency of decision make-up. These factors are responsible for the 
working of Investment Multiplier more in money terms than in 
real terms, and making aggregate output inelastic.” It may be 
said that the investments function is indeterminate. Or it is 
more practical to emphasise Lerner’s thesis that investment is 
after all a political basis. It is more true today of under- 
developed countries. Not only the investment but also the 
patiern of investment will have to be subjected to political and 
social decision taken outside the pale of market prices. 

We, therefore, start with a built-in hypotheses that there is a 
great need for induced investment in the agricultural sector of 
our economy, like all other industries, and to provide such an 
induced investment there is a need for setting up such specialised 
banks as are lately known as ‘development banks’; for these would 
not only mobilise savings and_ provide funds for investment but 
also play the role of entrepreneurs and leaders for rural rejuvena- 
tion and crowth, 

The tasks of these institutions are therefore almost self evident. 
In the first place, their purpose is to provide a collecting point 


° V. K.R. V. Rao, ‘Investment Income and Multiplier in an Underdeveloped 
Feonomy’, Indian Economic Review, 1952 
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for savings or a relatively small average amount from a large 
number of individual sources. Such savings are to be mobilised 
effectively so long as the avenues to mop up rural savings 
safely and profitably are not available within the economy, funds 
will either be sterilised in useless hoards of cash or precious metals, 
or more likely still, will not accumulate at all.!° However poor 
an economy may be, there will be need for such an institution 
which would allow such savings as are generally forthcoming to 
be invested conveniently and safely, and which would ensures 
that they are channelised to useful purposes. Such banks will 
not only permit small amounts of savings to be handed over 
conveniently but will allow the owners of savings to retain 
liquidity individually and finance long-term investment collec- 
tively. Secondly, given the high degree of risk and uncertainity 
inherent in investment in rural economy it may prove essential 
that such banks should be financed and supported by a guarantee 
of its government just as public utilities in industrialised countries 
are being financed and guaranteed by the government of the 
country concerned. This is because it will be the only institution 
which will be asked to spread its own risk over the entire economic 
life of the community, and it will be the only part of the system 
whose function will be to accept the uncertainities inherent in the 
development of the economy as a whole. A third important 
function of the bank is that it will be able to ensure that proper 
advice, guidance, information and general investment consultancy 
accompanies capital wherever necessary. It is, therefore, a highly 
desirable function these banks in rural economy to provide manage- 
ment consultancy of this kind—in other words to provide both 
ante-natal diagnosis and after-care." 

A separate agricultural development bank is, therefore, a prime 
necessity in such rural areas where capital is so extremely scarce, 
and where the need for growth is so pressing, that the wastage 
of capital in terms of the best economic development of the 
community cannot be tolerated. 

Hence an effort has been made to make an extensive and 
analytical study of the land mortgage banks in India with a view 


10 F, A, Von Hayek, Profit Interest and Investment, pp. 9-10 


11 William Diamond, Development Banks, pp. 57, 60 
12 A, K. Cairncross, International Bank for Reconstruction and Development, pp. 22-23. 
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to suggest some such rural development bank which can provide 
effective leadership and induce capital investment in our rural 
economy which at present is in a state of static dis-equilibrium.¥ 

The study has been undertaken on the basis of first hand 
information collected through correspondence and questionnaires 
sent to various land mortgage banks of India and abroad. ‘The 
additional information on the principles and operations of these 
banks were collected through personal contacts, and study of 
annual reports, bye-laws and Acts of various land mortgage banks 
in India and abroad. Despite the obvious handicap of indifferent 
response, under which a researcher has to work in this country, 
enough data could be collected to justify and create self-confidence 
for an unbiassed and analytical study of the problem. It is, 
therefore, hoped that the recommendations made in this study 
will provide enough food for thought for such a re-organisation 
of the existing land mortgage banks in India so that these can 
play the role of a leader and stimulant for the growth of rural 
economy by rejuvenating the agricultural industry, nay agro- 
business. 

I have received considerable help from many gentlemen in the 
course of my present study. I extend my sincere thanks to one 
and all of them. Iam grateful to Dr. R. G. Sarien who initiated 
and inspired me at the initial stage of the work and to Messrs. 
P, N. T. Chari of the Reserve Bank of India, N. L. Kochhar of 
the UNESCO Library, Sara Dilley of the USIS library, Aage 
Thomsen, Ministry of Housing, Copenhagen, V. Keiser, Commer- 
cial Counsellor of Bundesrepublik Deutschland, President Dr. 
Kleiner of the Ministry of Finance in Bonn, Nonnenmuhlen of 
Verbank Privater Hypothekenbanken, S. P. Chablani of the 
Indian Embassy at Bonn, and Udaibhansinghji (Yuvraj of Por- 
bandar) of the Gujarat State Co-operative Land Mortgage Bank. 

I acknowledge my deep sense of gratitude to my learned guide 
and supervisor, Prof. D. N. Elhance, Dean of the Faculty of 
Commerce, University of Jodhpur, Jodhpur, who has been a 
source of inspiration to me in pursuing the study of this difficult 
but fascinating problem, I cannot adequately - express in words 


13 §. R. Sen, The Strategy For Agricultural Development, pp. 4-5 


PREFACE XIX 


my feeling of gratitude for his invaluable help and guidance 
without which it would have been impossible for me to complete 
this work. The responsibility for any shortcoming is, however, 
entirely mine. ; 


Faculty of Commerce S. N. GHOosAL 
University of Jodhpur 
December 25, 1963 
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CHAPTER I 


THE THEORY OF ‘BIG PUSH’ IN INDIAN 
AGRICULTURE 


IMPROVEMENT in agricultural productivity in the early phase of 
economic development is of paramount importance, as this pro- 
vides the base for future industrial expansion., But the commonly 
accepted view is that economic development, interpreted as sus- 
tained growth, is synonymous with industrialisation. There are 
economists, however, who do not agree with this view. Jacob 
Viner, for instance, argues that a high degree of industrialisation 
is not necessary for raising the per capita income of a country. 
This can be achieved also by improving agriculture without 
having any great recourse to the development of industries. 
‘Dominanily agricultural countries are generally found to be 
poor,’ he argues, ‘not because they are agricultural but because 
their agriculture is backward’,} 

Though a case can certainly be made out for equal stress on 
agriculture and industry for economic development, historically 
however, low incomes of under-developed regions have invariably 
been associated with agriculture and high incomes of developed 
regions with the presence of modern industries.2_ Thus, in practice 
economic development has come to be identified with indus- 
trialisation alone. 

Nevertheless, industrialisation, so necessary for economic deve- 
lopment, cannot progress much without prior or, at least simul- 
taneous development of agriculture.? There are many reasons 
for this. Improved agriculture frees labour which could be emp- 
loyed in factories. An increased supply of industrial raw materials, 


1 Jacob Viner, International Trade and Economic Development, pp. 62-70 

2 Various theories, based on limited empirical observations, have been pro- 
pounded to show the generic inferiority of primary production compared to 
industry. See, M. Monoleseo, Theory of Protection and International Trade, Louis 
Bean, International Industrialisation and Per Capita Income, Studies in Income and Wealth, 
VIII N. Y. pp. 19-43; H. W. Singer, “The Distribution of Gains between Investing 
and Borrowing Countries’, American Economic Review, 1950, pp. 472-94 

3 There are economists, however, who do not agree with this view. For 
example, see the arguments of P, A. Baran, Political Economy of Growth, N. Y. 1759, 
pp. 271-283 Z 
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possibly at a cheaper price, is needed to feed growing industries. 
Lastly, an increase in the supply of foodstuffs made possible by 
agricultural improvement is necessary to keep the cost of living 
index within limits. Moreover, in an under-developed economy, 
the increased income resulting from additional investment is 
likely to be spent in a large measure on agricultural products, 
particularly foodstuffs. This is because the income elasticity of 
demand for food is likely to be high at a low standard of living. 
Hence, if agriculture stagnates, it will act as a brake on industrial 
expansion and halt real growth. 

India, also an under-developed country, with a low living stan- 
dard, is heavily dependent on agriculture. This is evident from 
the fact that seventy per cent of our people are dependent on land 
for their living and agriculture accounts for nearly a half of the 
national income of the country. The Planning Commission of 
India is, therefore, ‘convinced that without a substantial increase 
in the production of food and raw materials needed for industry, 
it would be impossible to sustain a higher tempo of industrial 
development. It is necessary, however, on economic as well as 
other grounds, first of all to strengthen the economy at the base 
and to create conditions of sufficiency and even plentitude in 
respect of food and raw materials’.* In the First Five Year Plan, 
therefore, a greater emphasis was laid on agriculture. However, 
in the Second Plan the most striking changes in composition are 
the increased investment in industry and mining, and the reduced 
investment in irrigation and power. ‘This shift in emphasis did 
not prove conducive at a later stage. This is evident from the 
mid-term appraisal of the Third Plan by the Planning Commis- 
sion which has acknowledged that the shortfall in plan targets 
should be attributed to the fact that efforts to bring about some 
drastic changes in Indian agriculture have not yielded the desired 
result.?, An American economist has also expressed the view that 
irrespective of whatever success India might achieve on the indus- 
trial front and in solving the balance of payment problems, its 

4 Pp. A. Samuelson & R. M. Solow, ‘Balanced Growth under Constant Returns 
to Scale’, Econometrica, XXI pp. 412-24 

& The First Five Year Plan, Government of India, Planning Commission, p. 44 

§ Review of the First Five Year Plan, Government of India, p. 2 


7 Mid-Appraisal Report of the’ Planning Cammission, The Statesman, Delhi, 
January 9, 1964 
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economic progress would depend largely on the development of 
agriculture. Hence, the agricultural sector of our economy needs 
careful handling and planned stimulation as otherwise it can 
arrest the development of the entire economy.® 

The speed with which capital resources are mobilised and put 
into agriculture will determine the over-all speed of economic 
development of our country. Between 1950-51 and 1960-61, as 
against an increase in the national income of 42 per cent, the net 
output of agriculture, animal husbandry and ancillary activities 
together rose by 33 per cent — foodgrains by about 39 per cent 
and agricultural production as a whole by about 40 per cent. It 
has been estimated that over the period the average net output 
per worker increased by 21°5 per cent and against this, the net 
output per worker in agriculture rose by about 15 per cent, while 
that of the one outside agriculture increased by about 25°5 per 
cent. Our efforts in the direction of improving agriculture by 
irrigation, multiplication of seed farms and distribution of superior 
varieties of seeds on a wide scale, and more extensive use of ferti- 
lizers has not been at the desired level." Not only this, there are 
vast areas of land still lying uncultivated for one reason or the 
other in our country. There is, therefore, an urgent need of 
extricating the agricultural sector of our economy, from the present 
state of stagnation and lop-sided development. 

However, there are serious inhibiting factors which tend to hold 
up agricultural development at this stage of growth. In fact, one 
of the characteristic features of an under-developed economy is 
that its agriculture in the initial stage tries to stick to some sort 
of a quasi-equilibrium, at a low level of productivity, from which 
it becomes difficult to extricate it.4 Efforts should be made in 
our country to lift the economy from this state of low level of 


8 Wilfred Malenbaum, Prospects for Indian Development, 1962, p. 219 
9 T. W. Schultz, The Economic Organisation of Agriculture, New York, p. 3 
10 Appraisal and Prospects of Second Five Year Plan, Government of India, pp. 39-49 
41 —, G. Mishra, ‘The Role of Agriculture in Third Five Year Plan’, Journal of 
Agricultural Economics, January/March 1960 
12 India 1963, Government of India, p. 201 
13S. R. Sen, The Strategy for Agricultural Development, p. 14 
14 R. R. Nelson, ‘A Theory of the Low-Level Equilibrium Trap’, American Econo- 
mic Review, December, 1956, pp. 894-908, SeeS. R. Sen, Strategy for Agricultural 
Development, Asia Publishing House, p. 4 
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productivity. For this it has been rightly opined that there is a 
great need to develop a climate and institutions in the economy 
which can create and foster the necessary investible capital 
for the economy. For example, between 1881 and 1921, the 
situation in Japan was very much similar to conditions now obtain- 
ing in India. The average holding of a Japanese farmer was two 
or three acres, consisting of a number of small holdings scattered 
over a wide area. Despite these, Japan was able to raise agricul- 
ture from this stagnant state and increase farm output by nearly 
seventy-five per cent and almost double the productivity of the 
farm labourer by careful, judicious and planned use of the meagre 
capital available at that time. 

The basic problem of most of the under-developed countries is 
to move from a very low to high income and employment levels 
and that too without violent fluctuations and disturbances. ‘The 
job is not merely to prevent stagnation but also to inject a break- 
through by means of deliberate and dynamic policies of invest- 
ment for there could be no such thing as automatic adjustment 
as an answer for their economic stagnation.!® The starting point 
of all economic plans in under-developed countries is, therefore, to 
provide a break-through at the point of low capital formation or 
investment. ‘This is because the rate of potential increase in 
income, 7.e. the rate of development, is a function of the propor- 
tion of the income saved and invested and of the coefficient of 
productivity.'?7 But due to the general scarcity of investible 
capital, in the initial stages of development, the low opportunity 
costs of labour presupposes a labour-intensive technique of pro- 
duction in agriculture. The question however, is whether such 
increases in labour inputs will raise productivity in the agricultural 
sector. ‘This would have been the case if the marginal produc- 
tivity of an agricultural labourer had been zero. However, there 
is enough empirical evidence to the contrary. Moreover, one 
should be concerned at the initial stage of growth, with increasing 

© Wolf Ladejinsky, ‘Agrarian Revolution in Japan’, Foreign Affairs, October, 
1959 and also William M, Gilmartin and W. I. Ladejinsky, “The Promise of 
Agrarian Reform in Japan’, loc. cit. January, 1948 


* R. Nurkse, Problems of Capital Formation in Underdeveloped Countries, Chapter I 
and also P, A, M. Van Phillips, Public Finance and Less Developed Economy, 1957, 
p. 98 

7 A, H, Hansen, The American Economy, 1957, p. 03 
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agricultural productivity rather than total production. For, 
without improvement in production techniques, higher labour 
inputs lead to diminishing returns and the farmer will be willing 
to part with additional output only at a higher price.!8 Further, 
in such an economy a labour-intensive programme of develop- 
ment in agriculture would not be advantageous, despite the fact 
that the investment rate in most of these countries is very low, 
namely something like five per cent of the national income. It is 
obvious that this is below the critical level and will not act asa 
stimulant so necessary for achieving the desired development.2® 
This has been emphatically put forward by Rostow. in his theory 
of ‘take off’ level at which the economy will have self-sustained 
growth.” 

Again, the pressure of population, which is generally a common 
feature in under-developed countries, should not lead one to 
conclude that agriculture should be developed, because of such 
pressure, on labour-intensive methods.*4_ In fact, agriculture like 
any other industry needs a ‘push’ of capital. Maurice Dobb 
has worked out the theory of such capital-intensive production 
for an agricultural country with population pressure, since this 
will permit a more rapid increase in the rate of investment in the 
near future. In fact, capital inputs that can be injected into 
agriculture, have been classified under three heads: (a) capital in 
infra-structure; (b) capital in the shape of physical assets; and (c) 
capital in intangible form, 7.¢. management skill. But the appli- 
cation of capital will not always necessarily lead to development 
unless it is being injected in the right proportion and form. An 
Indian expert has expressed the view that investment of capital 
which replaces land (e.g. fertilizers) instead of those which 
replaces labour (e.g. tractors) should be encouraged in under-deve- 
loped countries with a heavy population pressure.* This appears 
to be a suitable and readily acceptable theory for a country like 


18 A, O. Hirshman, The Strategy of Economic Development, 1950, p. 41 

19 F, Pagos, Economic Development and Financial Stability, International Monetary 
Fund Staff Papers, November 1952 

20 W. W. Rostow, ‘Take Off into Self-sustained Growth’, Economic Journal, 
March 1956 

21, 22 Leibenstein, Economic Backwardness and Economic Growth, p. 94 

23 A. K. Sen, Choice of Technique, Appendix A, p. 91 see also Joan Robinson, 
Accumulation of Capital, Chapter 31, p. 323 
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India where the problem of unemployment is so acute that any 
suggestion which might lead to its intensification, will create 
political instability. However, it might seem paradoxical that in 
Japan, the villages with surplus labour should be concerned with 
labour-saving devices. Part of the explanation lies in the avail- 
ability of the means to buy the equipment and in the evidence that 
the release of the farmer from the manual labour drudgery in no 
way inhibits higher yields. Given these two factors, the trouble- 
some problem of a rising surplus of a farm labour is mitigated 
somewhat in the face of improved economic condition, and _ parti- 
cularly against the background of the changes in the peasant’s 
outlook.”* 

In India, due to the non-existence of the above two factors, 
only such capital investment should be conceived which would: 
result in land-saving instead of labour-saving. With this assump- 
tion a growth model has been conceived which has been based 
on the use of land-saving coefficient. The model may be summed 
up as follows: 

When land saved per unit of output is equal to 7, output in the 
initial year is equal to O,, and unit of land is defined to be the 
area of land contained in one unit of output, potential output by 
(t+ n)th year, te. O, + n would be O, (/ + r)"—assuming that 
increase in output is proportional to the increase in land saved 
and it is further employed. It is, however, obvious that the land- 
saving coefficient in that part of the land which has already been 
fertilized or irrigated or both will be lower than that in the non- 
fertilized land and thus lowering the average value of the 
coefficient in both the types of land taken together. Hence we can 
assume that the value of land-saving coefficient, i.e. OT will go on 
diminishing in the course of progressive fertilization in successive 
periods, such as rt, 7? and r’....7" and J/—r" in the years to (initial 
year), #¢+ 1,¢+2,...¢+tn—J/,t-+n. Thus, the net land saving 
over the previous year in the successive years will be as follows: 


Ol" J in the year ¢ +- J; 
Ot (1 + 71) r? in the year ¢ + 2; 
Ot (1 + 11) (1 + r?) 7 in the year ¢ + 3; 


Of 1D + 7) I annie an the years. a 


** Wolf Laderjinsky, ‘Agrarian Revolution in Japan’, The American Review, p. 70, 
January 1964 ~ 
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Let us now turn to the price-cost relation in money terms  influ- 
encing the entrepreneural decision through the emergence of a 
surplus in the form of land saved.. Assuming the value of land to 
be the important element in cost structure and variation in price, 
and output over a time, a relationship of price-value-rate output 
in a developing economy may be conceived in the following form: 

Rate of investment, z.e. J is dependent upon the rate of surplus 
per unit of land that is upon 

Here Es Pn FE PO I ge = (1) 

Vi a 
where V,is the value-rate per unit of land prevailing in the 
year ¢, R, is the value of the output of an unit of land in the year t. 
But value of the output of an unit of land will be dependent upon 
current value-rate plus the traditional profit say, the profit per 
unit of land earned by the entrepreneur in the preceding year. 


PAO. 
SoG ue ae eto) 


where P,_, is the price per unit of output prevailing in the 
year ‘—/, N,_, is the number of units of land cultivated in the 
year t—/, O,_, is the total output of V,_, unit of land, V,_, is the 
value rate in the year t—/, a and 6 are constants. 

Now putting (2) equations in (1), we have: 


a Bes On _y bd eA) 
aan v1 }- (1-5) 


as the determinant of investment. 
In a progressive (development) economy, we have : 


ee age Wy iy 8 ye (228r H\——) 
rit 1} -(-8) ee Cy »)— (=) 


Leaving out a and (b—/), we have: 


ih Pes Ves l P.Ow y wt ts oes % 
TA hte +} @) 


This formulation implies a rate of increase in output more than 
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in proportion to the increase in cultivable land and value-rate of 
land. . 

Now this logic may be further extended to provide a link 
between the land saved and investment in the successive periods. 
If the number of units of land cultivated in the year t = W,, the 
total surplus yielded by the land resources will be : 


vf 


NV, being functionally related to Again, investment J will 


be a function of this surplus. Suppose S is the investment co- 
efficient linking investment to the surplus, then : 


I=5.N. {By 


If J, is the land-investment coefficient implying land units 
absorbed in one unit of investment, then J, in land-units will be 


equivalent to 
=A 


fe eee 
t 


To secure progressive expansion of output and cultivation of land 
in the rural economy it is necessary that following conditions 


should hold: 


Rees 
vy. 


OnE 1) PPS. Neat 
t+1 


Of TSN 


...and soon. 


Thus progressive fertilization and other methods of land saving 
will provide a rate of increase in output more than in proportion 
to the increase in the cultivation of land units and value rate of 
land in successive periods. oF 
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With this preamble about principles, we may now turn to the 
facts of the Indian situation. Investment in agriculture during 
the first two plans is estimated at about Rs. 2,000 crores. But 
agriculture has not progressed to the extent that it may meet the 
increasing demands of increasing population and of rapid indus- 
trial development. Our imports of foodgrains which were of the 
tune of Rs. 538 crores in First Plan period amounted to Rs. 711 
crores in the following five years, and in the first 18 months of the 
Third Plan alone these have amounted to about Rs. 200 crores. 
We have also to spend large sums on the imports of raw cotton 
which were valued at Rs. 384 crores for the First Plan period, 
Rs. 244 crores for the Second Plan, and Rs. 100 crores in the first 
18 months of the Third Plan. 

The Planning Commissions’ Panel on Agriculture which met 
in New Delhi in the beginning of February 1963, broadly admitted 
the failure of efforts in the field of agricultural production. There 
was no over-all advance in agricultural production in the first 
year of the Third Plan, and in the second year also; on the 
present reckoning, the progress may be quite modest. During 
these two years the production of foodgrains has remained around 
80 million tons. The unsatisfactory production position in respect 
of cotton and oil-seeds has been causing considerable concern. The 
estimated production of cotton during 1961-62 was only 46.30 
lakh bales, as against 53.95 lakh bales during 1960-61. The 
position in respect of oil-seeds has also been unsatisfactory. Thus, 
the rate of progress in agricultural production is very slow and in 
order to achieve 6 per cent per annum increase in agricultural 
production as envisaged in the Third Plan, a planned stimulation 
of capital is needed. 

The low productivity and high level of costs in agriculture are 
a drag on the development of our entire economy. Agriculture 
is not only the main source of food supply, but a major source of 
raw materials for some of our consumer goods industry. This 
dependence is all the more felt in the case of agricultural based 
export goods industry where raw materials account for forty to 
sixty per cent of cost of production. In such cases, therefore, the 
backwardness of agriculture tends to keep costs high, undermining 
the competitive capacity of such industries. A decline in agri- 
cultural production has therefore an impact on industrial produc- 
tion as well. To some extent an adverse impact could be coun- 
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tered by a carry over of stocks and increased imports, but such 
alternatives are not very much available in India due to the acute 
shortage of foreign currency. Hence the decline in agricultural 
production has adversely affected the growth of industrial pro- 
duction. ‘This is evident from the fact that in 1957-58 there was 
a decline of about 7 per cent in agricultural production and the 
growth of industrial production also declined by 8 per cent that 
year. 

Therefore, there is a clear case of increasing production and 
productivity in agriculture in India. The need is to provide 
stimuli of capital. For that there is a case for promoting and 
organizing such institutions of credit which will not only mop-up 
rural savings but also channelise the same by providing farm 
requirements, like irrigation, and scientific research in plant breed- 
ing, and selection. 


CHAPTER II 


CREDIT NEEDS IN AGRICULTURE WITH SPECIAL 
REFERENCE TO INDIA 


INDIAN agriculture, though varied and having a great poten- 
tiality, is by all definitions backward. This backwardness has a 
plurality of causes. Broadly speaking, these causes may be sub- 
divided into two groups: credit and non-credit, though some of 
the non-credit causes may ultimately be traced to credit factors. 
Agriculture is dependent upon outside finance for its develop- 
ment. It is a fact proved by history and evidenced by the 
appalling indebtedness of almost every person everywhere engaged 
in the industry of agriculture. In fact, the lesson of universal 
agrarian history is that an essential need of agriculture is credit. 
Neither the nature of land tenure nor the position of agriculture 
affects the one great fact that the agriculturist must borrow due 
<o the fact that an agriculturist’s capital is locked up in his lands 
and stocks. Hence credit is not only essential but inevitable and 
as such it is not necessarily objectionable, nor a sign of weakness.” 
Farmers need credit to pay current expenses of cultivation such 
as the purchase of seed, manures, etc.; the purchase of cattle, 
implements and raw materials; acquire new land; or improve 
land by irrigation, drainage, weeding and planting; pay up 
old debts to build and repair houses, to purchase food stuffs and 
other personal necessaries; pay land revenue to the Govern- 
ment; meet expenses connected with marriage and other social 
events in the family, buy jewellery and conduct law suits.3 
The credit need of agriculturists can, therefore, broadly be divided 
into directly productive and indirectly unproductive expenses. 
It has rightly been said that one fertilizes, and the other waterlogs 
the soil. From one springs the crop by which debt can be repaid 
and from the other half, the ills that shackle body and mind. 


1 Wilfred Malenbaum, Prospects for Indian Development, 1962, p. 128 
2 F, Nicholson, Report on Land and Agricultural Banks in Madras Presidency, Vol. I, 
ps5 
% [bid., p. 23 
4M. Darling, Punjab Peasants in Prosperity and Debt, p. 32 
1) 
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But an unfortunate fact is that under-developed and old coun- 
tries are in need of both the types of credit. The International 
Labour Organisation while reporting on the economic background 
of social policy has very vividly brought out this fact in the follow- 
ing words: 

“Tf the debts of the rural population were incurred primarily 
for the purpose of improving agricultural productivity, the growth 
and extensiveness of rural indebtedness would give no cause for 
alarm. In many Asian countries, however, the heavy rural debts 
have accumulated chiefly as a result of borrowing to finance 
consumption.” It is obvious, therefore, that the situation in the 
under-developed countries is more alarming than that of advanced 
and highly developed countries. But whether developed or under- 
developed, credit is sine qua non for agriculture as well as industry 
in all countries. 

The credit need of farmers may be classified as period-wise, 
‘ purpose-wise, security-wise and creditor-wise. The period of 
credit is the general basis of classification and as such the other 
groups may be regarded as a sub-classification within each group 
of period-wise classification. ‘The Rural Credit Survey Committee 
(1951) has reported about the following chief features of period- 
wise loans:$ 
Short-term or seasonal credit is one which provides farmers with 
the working capital to run their farm efficiently, to obtain the 
crop in the best possible circumstances and to hold the credit until 
the harvest can be sold. ‘The period of credit of this type does 
not exceed fifteen months. 
Medium-term credit is one which provides the farmers capital to 
purchase live-stock and farm machinery as also to carry out 
improvements of an average duration, e.g. the conversions of the 
system of cultivation. These credits are for a period longer than 
fifteen months but not more than five years. 
Long-term credit is one which offers farmers the means required 
for purchasing small or medium holdings or to effect permanent 
improvements, e.g. drainage, construction of wells, embankments 
and the erection of live-stock quarters, store houses and other 
farm buildings, litigation and repayment of old debts. The period 

® International Labour Organisation, Economic Background of Social Policy, 
(Geneva 1951) pp. 6-7 

® Rural Credit Survey Committee Report, 1951, Vol. II, pp. 153-154 
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of such debts varies from country to country and place to place; 
as has been pointed out by Herricks it is 30 years in Finland, 
33$ years in New Zealand, 33 years in Austria, 57 years in 
Switzerland, 63 years in Hungary, 684 years in Ireland, 75 years 
in France, and 60 years in Denmark and Italy.’ 

Almost all these types of credit are needed by the farmer at 
different stages of farming. But the pressing need is the provision 
of long and medium-term credit as the same is not readily avail- 
able to the farmer in most of the underdeveloped countries. This 
has been very emphatically stated by the Reserve Bank of India 
as early as 1936, in their note known as Preliminary Report. 
The note states : ‘the last Jong-term credit is more important and 
if any effective steps are to be taken to make the agriculturists 
credit worthy, this is the first problem which is to be tackled.’8 
The primary need is, therefore, to provide long-term credit to the 
farmer in such a way as to make the capital thus provided avail- 
able to him for a duration long enough to cover the period of 
production, for which it is asked, and to enable repayment out of 
the income so earned from the sale of products.® If on the other 
hand he is compelled to repay the loan early, and if the time of 
repayment happens to coincide with a period in which little credit 
would be available, the cultivator will have to face the problem 
of getting the loan renewed again and again; and exhorbitant 
rates of interest will be charged for this. The long-term loans 
are, therefore, needed not for evading payment for a considerable 
period of time but because such loans add to the convenience of 
the farmer and also put him on a secure footing. 

It is, therefore, legitimate on the part of the farmers in under- 
developed countries to expect that there should be adequate 
provision of long-term credit for them. But the question arises 
whether such credit should be secured by a mortgage or should 
be given on the funded honesty of farmers.!° ‘Theoretically, it is 
perhaps ideal if the farmers are not asked to furnish landed 
mortgage or any such property as mortgage. But, in practice, 
however, even the co-operative societies have found it advisable 


7 Herrick, Rural Credit, p.3 and M. Tardy, Report on the System of Agricultural 
Credit and Insurance, p. 35 

8 Reserve Bank of India, Preliminary Report, p. 12 

9 Louis M. Tardy, Jbid., p. 35 

10 G. M. Laud, Co-operative Banking in India, p. 387 
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to grant loans on mortgage. While speaking about India, Dr. 
Hough has reported, “In practice mortgage security is very 
common. So long as the tangible security was considered secon- 
dary it was not deemed that mortgage or chattel security contra- 
vened the fundamental co-operative principle that credit must be 
personal’’.12 

In India mortgage security has been increasingly favoured, 
and so much so the Bombay Co-operative Societies Act of 1925 
was amended on April 1, 1928 to make mortgage security a com- 
pulsory condition for the grant of loans even by co-operative 
societies. 

In India, however, there is a dearth of such credit institutions 
which can provide long-term loans to farmers even on the mort- 
gage of land and such other property. The main reason for the 
absence of such credit institutions in India has been ably summed 
up by the Central Banking Enquiry Committee of 1931. The 
Committee reported that “‘the ordinary seasonal and intermediate 
loans which are always liable to be accumulated to unmanageable 
sums if and when bad years intervene. The locking up of consi- 
derable sums of capital in these accumulated debts produce a 
shortage of money with the sowcar at a time when resources are 
needed for financing further requirements. The probability of 
ordinary debts falling in arrears and accumulating any time, if 
bad years intervene, increase the risk in advancing agricultural 
loans’’,?? 

It is, therefore, obvious that money lenders or sowcars are the 
mainstay of the Indian farmer. This is certainly not a very 
healthy feature and this fact has been very emphatically brought 
out by Sir Darling in the following words: ‘‘properly organised 
systems of land credit must ultimately drive the money lender 
from his last stronghold. ‘There are few relationships so injurious 
to both parties as that of money lender and borrower. In India 
it is almost invariably demoralising.’’® In view of this, an effort 
should be made to set up or re-organise institutions for canalising 
rural and institutional savings so as to provide induced investment 
of capital in agriculture. Credit, therefore, appears to be no 
more than an inducement offered to the peasant to conform to an 

M1 Dr. E. M. Hough, The Co-operative Movement in India, p. 76 


1 Quoted by G. M. Laud. Co-operative Banking in India, p. 582 
18M. Darling, Co-operation in Germany and Italy, p. 103 
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all-round programme of social improvement and directed produc- 
tion policy in the near future in under-developed countries, if it 
is to play its rightful part.* In India, therefore, long-term credit 
to agriculturists should similarly be related to production plans 
and for that the right type of institutions should be conceived. 


14 PD). Brossard, “Features of Supervised credit in Latin America’’, in Proceedings of 
the International Conference on Agricultural Co-operative Credit, edited by E. K. Bauer, 
Vol. I, p. 209 


CHAPTER II 
SOURCE OF AGRICULTURAL FINANCE : 
PRIVATE AGENCIES 


Tue farmers all over the world, in general, will have to borrow at 
one time or other, and many of them heavily too; for raising 
agricultural production they will have to borrow still more. And 
where there is redistribution of rights in land further credit is 
almost always needed. It is thus in the interests of agriculture— 
and essential to agriculture and general progress that adequate 
credit is made available to farmers and at reasonable costs. In 
India, such credit requirements of farmers have been estimated 
by the Rural Credit Survey Committee (1951) at Rs. 210 per 
farmer per annum.t The Planning Commission’s Working 
Group on Co-operation has proposed a target of Rs. 650 crores 
to be reached by the end of the Fourth Plan for short-term and 
medium-term agricultural credit. ‘This indicates an increase of 
nearly 35 per cent over the Third Plan target of Rs. 480 crores.? 
With respect to long-term loans, the Third Plan laid a target of 
outstandings of Rs. 150 crores by 1965-66.8 

The principal institutions supplying such credit to farmers in 
India are: (a) money-lenders; (0) commercial banks; (c) co- 
operative societies and banks; (d) government departments. At the 
top of these institutions there is the Reserve Bank of India which 
is directly or indirectly subsidising and guiding these agencies to 
make them more effective. 

Each of these various institutions has its own economic advan- 
tages as well as disadvantages in the matter of providing sound 
agricultural credit. Money-lenders have usually intimate know- 
ledge of local production possibilities, of the character of individual 
borrowers and of the value of the assets that might be offered as 
security. Generally the costs of administration of the lender is 
low because they operate only locally and often without any paid 
staff. In granting loans, collecting interest and repayments, 
altering repayment arrangements or making renewals, they are 
comparatively prompt and less costly. But on the other hand, they 


1 Rural Credit Survey Committee Report, (1951), Vol. I, part II, p. 1 


23 The Economic Times, April 17, 1964, p. 5 
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cover only small areas and give loans often only to a few farmers. 
Further, because such money-lenders are themselves often short of 
capital, they may be so averse to the risks of money lending that they 
may require high interest rates if they are to assume this built-in 
risk. Besides they may be anxious to maintain quite a high liquidity 
for one reason or the other, and therefore may advance loans for 
short periods only.4. Again the possibility of their securing a partial 
or even complete monopoly in the field is there.> This is a serious 
danger for the farmers borrowing from them, because they may be 
reduced to the position of ‘debt slaves’ or even may Jose their land.® 

Despite these drawbacks, money-lenders are by far the most 
important source of agricultural credit in India. ‘This can be 
seen from Table I. 


Tasie I 
BORROWING OF CULTIVATING FAMILIES IN INDIA’? 


Proportion of borrowing from each 
Credit Agencies agency to the total borrowing of 
cultivators in 1951-52 


Institutional agencies: 


(a) Government 333 
(b) Co-operative afi 
(c) Commercial banks 0-9 

73 


Private agencies: 


(a) Relatives 14-2 

(6) Landlords ES) 

(¢) Agricultural money-lenders 24°9 

(d) Professional private money-lenders 448 

(e) Traders and commission agents oy 

(f) Others 18 
92°7 


nn sneecocees 

4‘ It should be noted also that in many poor countries the few individuals with 
high incomes have many incentives to consume by far the greater part of their 
incomes. See R. Nurkse, Problems of Capital Formation in Under-Developed Countries 
(Oxford, 1953). 

5 Food and Agricultural Organisation of the United Nations, Agricultural 
Credit for Small Farmers, by B. O, Binns, Development Paper No. 16 (Rome, LOS?) 
p. ll 

® United Nations, Rural Progress Through Co-operatives, New York, 1954, p. 39 

7 Rural Credit Survey Committee Report, Vol. 11, p. 167. However the report to 
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It is obvious from the above table that about 93 per cent of the 
total credit of the peasantry comes from private agencies and of 
this about 70 per cent from various types of money-lenders. In 
this typical situation money-lenders not only have an opportunity 
of amassing wealth, mainly through the snowballing of compound 
interest charges, but also get innumerable pecuniary benefits by 
acquiring a thorough grip over the peasant’s life.’ 

It is therefore, clear that the basic problem of the agricultural 
economy of India is the huge indebtedness of farmers and their 
exploitation by private money-lenders. For this reason the Gov- 
ernment of India took steps to regulate the activities and opera- 
tions of money-lenders. The main provisions of the Acts enacted 
by the government from time to time can be summed up as 
follows: (a) maintenance of accounts in prescribed forms; (6) 
furnishing of receipts and periodical statements; (c) fixing of 
maximum rates of interest; (d) protection of the debtors from 
molestations and intimidations; (e) licensing of money-lenders; 
and (f) penalties for infringement of the provisions. 

The basic objectives of such legislative enactments can be 
broadly stated as: (a) to bring about an improvement in the 
terms on which private credit was available to agriculturists and 
to place legal restrictions on the unreasonable exactions of money- 
lenders; (4) to enable civil courts to do greater justice as between 
lenders and borrowers than was possible in the prevailing circums- 
tances under the ordinary code of civil procedure. However, 
such legislations for regulation of money-lenders have not brought 
about any material improvement in the terms on which private 
credit is available to farmers. The Rural Credit Survey Com- 
mittee (1951) has concluded that the control sought to be exer- 
cised through legislation ‘has had little effect on him (money- 
lender) or his operations beyond putting him to the necessity of 
devising a variety of legal camouflage for a whole range of 
illegality’. This is just one more proof of the well known maxim 
that in the absence of complementary measures required for 
inducing changes in desired directions, legislation cannot be of 
much help. In this case the complementary measures would 
Fourth Co-operative Congress, 1963, reveals that co-operative finance has 


increased to 15 per cent. 
8 Ibid., p. 326 
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consist of strengthening of the institutional agencies. ‘To attain 
this the Rural Credit Survey Committee (1951) has recommended 
an ‘integrated scheme’ of rural credit. The scheme is based on 
the following three fundamentals: (a) state partnership in co- 
operative institutions should be encouraged at different levels; (b) 
full co-ordination between credit and other economic activities 
should be achieved and aimed at; (c) administration of credit 
should be in the hands of adequately trained and efficient personnel. 
The integrated scheme formulated by the Committee may 
be summed up as follows: (a) the development of co-operative 
economic activity especially marketing and processing; (b) deve- 
lopment of storage, ware-housing and distributive facilities; (c) the 
development of rural and co-operative banking facilities; (d) the 
development of facilities for training of such personnel. ‘This 
four-pronged scheme is to be worked independently of the private 
money-lender. Speaking about the money-lender vis-a-vis the 
recommended scheme, the Report observes, ‘‘any organic associa- 
tion between him (money-lender) and co-operative credit will 
bring disadvantages instead of benefit to the middle and small 
cultivator. Briefly, the money-lender is himself part of the 
problem which has to be solved, while it would be un-realistic to 
ignore him, so also would it be unrealistic in the extreme to 
incorporate him as a part of the solution itself”’.® A hope is, 
however, expressed that once a healthy alternate agency offering 
vigorous competition to the money-lender is built up, the money- 
lender will start playing a fruitful role in the development of rural 
economy under a more realistic system of state regulation. 
Another source of agricultural credit through private agencies 
is the landlord in villages. With the abolition of zamindaris 
this source is gradually drying up but still they continue to be a 
source of finance especially to small farmers. They have much 
the same advantages as small private money-lenders but they 
may know the individual characters and work of their tenants 
better than any other local lender. In some villages, where 
share or produce rents are the custom, landlords, too, have-an 
advantage in being able to control, more readily than others, 
such part of the harvests as may be necessary for the repayment 
of loans. Another advantage they have is not, however, in the 


® Rural Credit Survey Committee Report, of. cit., p. 361 
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tenant’s interest. They may tighten any hold they already have 
over the tenant through control of their tenancy rights. Thus 
they secure for themselves partial monopoly or even monopoly 
powers.° Their own difficulties as lenders are, on the other 
hand, usually about as great as those of the private money-lenders. 
The funds they have made available are not always greater and 
they are averse to taking further risks in local farming. In periods 
of unfavourable prices and where rental payments are in the form 
of share of crops, landlords face considerable risks. However, 
in India their role in money lending to farmers is not very signi- 
ficant as they contribute only 1°5 per cent of farmer’s borrowing. 

Similarly petty merchants and shopkeepers in rural areas 
selling to, or buying from, farmers obviously have substantial 
advantages in that their contact with farmers is intimate. ‘They 
too, can well assess the credit-worthiness of individual farmers, 
administer loans at low cost and maintain the continual surveill- 
ance of individual families which is so often needed in poor rural 
localities. Also a merchant buying farm produce can have 
additional security in that, on making loans, he can require the 
borrowers to sell their produce to him, and he can later remit 
only such part of its market value as is not needed to cover 
repayment of the loans and interest. This is not always an unsatis- 
factory arrangement from the farmers’ point of view. However, 
many merchants and shopkeepers have an advantage which is 
against the farmers’ standpoint. ‘They have monopoly or partial 
monopoly powers in the trade of their localities so that not only 
can farmers defaulting in their payments be seriously embarrassed, 
but interest rates on loans, and prices of goods and of produce, 
can all be determined in the petty shopkeepers’ favour. ‘This is 
most serious for farm families where, because of sparse population 
or poor development of transport facilities or agreements between 
merchants—‘rings’—or illiteracy, and lack of business acumen on 
the part of farmers, these monopoly powers are strongest.4 Even 
apart from these, however, the interest rates charged by local 
merchants and shopkeepers may have to be as high as those 
charged by landlords and local money-lenders, because again, 
the capital at command is limited, and the risks are somewhat 
increased by the restricted location of operations. 


10 B, O. Binns, Agricultural Credit for Small Farmers, op. cit., p. 11 


11 United Nations, Rural Progress, Through Co-operative, op, cit., p. 39 
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Owing to these evils in the private agencies, the Indian farmers 
have sunk deeper and deeper into debt, an indebtedness that 
signifies misery and catastrophe, but never a means for enhancing 
productivity or income-earning capacity. In fact, through these 
credit agencies most of the agricultural holdings had become un- 
economic and hence for a large majority of the holders, agricul- 
ture had, even in normal years, become a deficit undertaking. 

Theoretically speaking, such private credit agencies, as com- 
pared to institutional credit, have for the borrower advantages 
of its own kind. The personal knowledge which the private 
lender has of the credit-worthiness of his borrowers helps in 
dispensing with many formalities which an ordinary institutional 
agency might be compelled to go through when advancing a loan. 
This naturally reduces the cost of credit. But the fact is that this 
advantage is not transferred to the borrower and as such gains 
from all sides go to the lender. In advanced countries the reverse 
is the practice and for that reason in U.S. A., private credit 
agencies are preferred to even co-operative institutions. 

It is, therefore, obvious that the problem of rural poverty had 
its roots in the institutional and structural changes that had taken 
place in the rural economy; it found its worst manifestation in 
the system of private credit in agriculture. In India, this system 
of credit not only failed to help in raising the productivity of 
agriculture but also increased the dead weight of costly and non- 
productive loans. Viewed from some distance in time it appears 
that only a very benevolent institutional credit agency, whose 
operations were integrated with a number of other corrective 
measures for putting the entire rural economy on a sounder foot- 
ing, could have saved the present situation of exploitation of 
farmers by the private agencies of rural credit. 


CHAPTER IV 


SOURCE OF AGRICULTURAL FINANCE : 
INSTITUTIONAL AGENCIES 


Makinc credit available to farmers in adequate amounts and 
at reasonable costs, however, does not imply that agricultural 
investments should be especially favoured by capital gifts or 
heavily subsidised loans. This can result in a general misalloca- 
tion of resources both within agriculture and also between the 
agricultural and non-agricultural sectors of economy. But it does 
imply that institutional arrangements should so far as possible 
overcome the characteristic obstacles which agriculture presents 
to the provision of credit at low costs. In India, it has been 
found that private agencies like money-lenders cannot be fitted 
into any scheme of rural credit meant to serve the needs of rural 
development. Hence efforts are being made to provide institu- 
tional agencies for rural credit. 

At present the following types of institutional agencies are 
catering to the farmers in rural areas: (a) commercial banks; 
(b) the State Bank; (c) co-operative banks and societies. 


COMMERCIAL BANKS 


Commercial banks in India do not play a significant part in pro- 
viding finance to farmers. In fact, their contribution has been 
reduced to one per cent of the total advances in 1961 from two 
per cent in 1951 though in absolute terms it has increased a bit. 
Such banks are normally not in a position to provide large 
amounts of credit to farmers, partly because of the peculiar diffi- 
culties of assessing credit-worthiness in agriculture, and especially 
in small-scale agriculture owing to the difficulty of distinguishing 
between production and consumption loans, partly because of 
the great difficulties and higher costs of administering farm credit 
without the fear of substantial losses, and largely because most 
farm credits are needed for periods longer than those common 
in normal commercial business. In some of the more highly 
developed countries these difficulties have been overcome in a large 
measure, but in India where small farmers are most in need of 
ea 
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sound credit arrangements, commercial banks can be compara- 
tively of little help directly. Almost everywhere in the world, 
however, commercial banks are providing a large volume of credit 
to enable better marketing of agricultural products where the 
security can be more readily adjudged and the periods of the 
loans much shorter. But in India, even in this field, commercial 
banks have not played a very encouraging role. In fact, these 
banks suffer from certain grave defects which would not allow 
them to become the important source of agricultural credit. 
These banks with their roots in towns and cities do not possess 
sufficient expert knowledge to assess the value of the security 
offered by the farmer. Further, financing land purchase and 
other forms of long-term mortgage business are highly specialised 
forms of banking, but even term-loans, of 3 to 5 years duration, 
which constitute the type of loan usually required by the small 
farmer for the purchase of cattle and machinery or for the execu- 
tion of minor improvements, are outside the usual scope of most 
of the commercial banks in India. 

Thus, the unsuitablity of agricultural security, the peculiarities 
of agricultural finance, seasonal vicissitudes and the uneconomic 
nature of the farming industry, illiteracy among farmers, the 
imperative necessity of keeping their funds liquid, and lack of 
personal knowledge about cultivators prevent these banks from 
advancing this kind of credit. Summing up the position, the 
Rural Credit Survey Committee (1951) reports: ‘“‘These banks— 
scheduled and non-scheduled—have specialised in certain types of 
business, their structure and methods of business are such as to 
tend to make them deal with only certain phases of economic 
activity. In agriculture their interest lies not so much in production 
as in marketing. ‘Therefore, in rural areas in which the marketing 
of agricultural produce is of small import there is little scope for the 
activities of the commercial banks which seek rural location where 
there is large concentration of sale of agricultural produce.’ 


STATE BANK or INDIA 


Since commercial banks have miserably failed to provide farm 
1 Syndicate Bank under the enterprising leadership of Shri Pai has broken new 

grounds in this area of credits. It has established direct contact with agricul- 

turists, State Bank has also proposed ‘one man’ branch for rural areas (1964-65). 
2 Rural Credit Survey Committee, op. cit., p. 189 
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credit in India, and also because they have not been able to 
create an effective co-ordination, the Rural Credit Survey Com- 
mittee (1951) recommended the amalgamation of the Imperial 
Bank of India and ten other state associates so that such a 
reconstituted State Bank of India would reach the rural areas with 
a strength and objectivity necessary for catering agricultural 
credit. Thus, it was thought that the then Imperial Bank and 
other state-associated banks in an amalgamated form would 
ideally serve as an agency for agricultural credit. In order to 
enable the State Bank of India to play this role, the following 
recommendations have been made by the Rural Credit Survey 
Committee: (a) the State Bank should create an ‘Integration and 
Development Fund’ to which should be credited the dividends 
earned by the Government and the Reserve Bank on their shares 
in the institution and the Reserve Bank and Government should 
make an initial contribution of Rs. 50 lakhs towards this fund; 
this fund should be used to meet the losses in opening the rural 
branches; (6) the State Bank should set up branches in rural 
areas where co-operative banking has not yet reached. Accord- 
ingly, the State Bank of India Act was passed in 1955 and the 
State Bank of India, constituted on July 1, 1955, took over the 
assets and liabilities of the Imperial Bank of India. This Bank 
has evinced a keen interest in the development of the co-operative 
sector by making available to co-operative banks, (7) facilities for 
remittance of funds through a widespread net work of branches 
and sub-offices many of which were located in semi-urban and 
rural areas; (77) advances against Government and trustee securities, 
repledge of goods as well as against Government guarantee; 
(72) financial accommodation to marketing and processing socie- 
ties; and (iv) purchasing and holding debentures of co-operative 
central land mortgage banks. In all these spheres the Bank is 
progressing steadily as is evident from the fact that the credit 
limits sanctioned by the Bank to co-operative banks other than 
co-operative central land mortgage banks increased from Rs. 15.8 
crores to Rs. 22.0 crores during the year ended 1962.3 The Bank’s 
holdings of debentures of co-operative central land mortgage 
banks rose to Rs. 203.5 lakhs in 1962 as compared with Rs. 113.9 
lakhs in 1961. The Bank decided to grant advances against 


3 Report of the Central Board of Directors, State Bank of India, 1962, p. 10 
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Rural Debentures also.4. The State Bank has also fulfilled its 
branch expansion programme as envisaged by the Rural Credit 
Survey Committee (1951). As per the recommendation of the 
Committee it was to open 400 branches by 1960. Recently, 
Prof. D. G. Karve, as the chairman of the sub-committee on 
branch expansion and future development, has recommended 
the opening of 300 new branches in rural and semi-urban areas 
during the 5-year period, July 1960 to June 1965. This report 
is being implemented in stages. Despite all these efforts of the 
State Bank of India to rejuvenate the rural credit structure, it 
could not make much headway in this field possibly for all those 
reasons for which commercial banks could not reach the rural 
sector of our economy. It appears that it would take long time, 
and dynamic leadership is necessary for reaching the rural masses.® 


Co-OPERATIVE BANKS AND SOCIETIES 


Co-operative associations or banks have obvious advantages pre- 
cisely where other institutional agencies have great disadvantages. 
Co-operatives, like local money-lenders can have intimmate know- 
ledge of the character and abilities of their members, and of local 
production possibilities. They can, too, have very low adminis- 
trative costs because much of their work is done voluntarily and 
with care and honesty. ‘As a means of reaching the last man in 
the last village (in the comparatively less developed countries), 
co-operative credit has no rival except the money lender, it offers 
the only possible method of proved merit for reaching the people 
as a whole. It is the only practical alternative to usury.’’6 
Moreover, small local co-operatives can instil in its members 
strong feeling of responsibility for prompt payment of interest 
and repayment of loans, and can also provide strong incentives 
to thrift and saving. As compared with other types of institutions 
in securing small savings, well-organised co-operatives have 
distinct advantages. ‘‘The procedure of deposit and withdrawal 
is far less complicated, since identification and similar problems 
do not exist; the officials to be approached belong to the same 
village as the members and work in the same trade; and the fact 
that the money accumulated through savings is generally to be 

4 Ibid., p. 10 

5 United Nations, Rural Progress Through Co-operatives, p. 40 

6 H. Calvert, as quoted in Co-operation in the Colonies, London, 1945 
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spent within the village creates that additional sense of confidence 
needed to encourage villagers to practise the habit of banking.’’? 
On the other hand small co-operatives encounter difficulties at 
just those points where other institutional agencies score. Co- 
operatives can only work over small areas and cannot command 
large funds especially in poor and undeveloped countries. Their 
machinery for the administration of credit tends to be slower 
and less flexible than that of money-lenders and commercial banks. 

In India, at the end of June 1961, there ,were in the country 
more than 3 lakh co-operative institutions of which as many as 
2.3 lakhs were credit societies. Ofthe 2.12 lakhs primary agri- 
cultural credit societies in the country, 19 per cent were dormant. 
The population of villages in the jurisdiction of the agricultural 
credit societies constituted 55 per cent of the total rural popula- 
tion. In terms of 100 rural families, only 24 were members of 
co-operatives and only 12 actually borrowed during the year 
1960-61. Though in some States a large number of villages was 
technically covered by societies, the extent of effective coverage 
was small as there was a large number of dormant societies in 
these States. Thus in West Bengal while 57 per cent of the villages 
were covered by societies, as many as 27 per cent were 
covered by dormant societies, which constituted more than half 
the credit societies in the State. The proportion of dormant 
societies was more than 30 per cent in Assam, Bihar, Jammu and 
Kashmir, Orissa and Rajasthan and the proportion of villages 
covered by these societies ranged from 8 to 20 per cent. That a 
high percentage of population covered by co-operatives does not 
necessarily indicate a high level of development of co-operatives 
becomes all the more clear when the coverage is viewed in terms 
of the proportion of rural families covered by co-operatives. For 
example, while in U. P. as many as 66 per cent of the population 
were covered by co-operatives, only 26 per cent of the rural 
families were members; further, only about 15 per cent of the 
rural families reported borrowings from the co-operatives during 
the year 1960-61. Apart from Jammu and Kashmir where 38 
per cent of the rural families borrowed during the year 1960-61, 
the highest proportion was in Maharashtra, 22 per cent, followed 
by Madras, 20 per cent and Gujarat, 18 per cent. It is noteworthy 


7 International Labour Office, Co-operation as a Means of Mobilising Small Savings, 
D. 2, (10) Geneva. 
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that in Jammu and Kashmir which has the largest proportion of 
large size societies, the proportion of borrowing families to total 
number of rural families was relatively higher. In the absence 
of the detailed break-up of figures separately for service co-ope- 
ratives and other small size societies, it is not possible to assess 
the performance of these types of societies. As many as 20 per 
cent of the so-called credit societies (most of which were dormant) 
did not undertake credit activities. Though under the Integrated 
Scheme of Rural Credit, special financial allocations were made 
for encouraging primary credit societies to own and construct 
godowns in order to facilitate marketing, only 2 per cent of the 
reported credit societies reported ownership of godowns and in 7 
States the proportion was | per cent or less. 

From the foregoing discussion it would appear that there is 
considerable unevenness in the development of the credit co-ope- 
ratives among the States. On the basis of their performance, 
the States, could conveniently be classed into four different 
groups. The first group includes both Maharashtra and Gujarat 
where co-operatives were well developed as compared with other 
States. Andhra Pradesh and Madras come under the second 
group. In these States, though efforts towards development 
were made in varying magnitude, there had been no sizeable 
reorientation of the loan policy, procedure, etc. Punjab, Mysore, 
U. P. and Madhya Pradesh form a third group where little efforts 
were made at reorienting the credit structure. Punjab presented 
a mixed pattern in which the development of co-operatives in 
areas which formerly belonged to the princely States was poor. 
The remaining seven States come under the last group where the 
movement continued to be practically undeveloped. Though the 
performance of societies suffered from deficiencies, a notable 
feature was that the performance of large-size societies was 
generally better than that of small-size societies.§ 

It is, therefore, clear that agricultural credit co-operatives have, 
so far, been inadequately developed even in India. In fact, 
credit societies had hardly met even the urgent need; that of the 
tenant-cultivator : Deeply indebted to the money-lenders, shop- 
keepers or landlords, without securities to pledge and unable to 

8 This analysis has been prepared on the basis of the data furnished by the 
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accumulate adequate savings to repay the loans would be the 
correct estimation of situation in India and South-East Asia.° 

The basic reason for such lop-sided development is not far to 
seek. The technical meeting on co-operatives in the Caribbean 
arranged by the Food and Agriculture Organization in January 
1951 rightly summed up that: “*. ..extension of short-term credit 
to farmers through co-operatives be closely linked with a farm 
plan and with a system of supervised credit which set forth 
budgeted estimates of income and expenditure for the individual 
farm borrower; and further, with broader plans for agricultural 
production in order to improve the security of loans and the 
effectiveness of agricultural planning. Long-term credit should 
similarly be related to production plans.” In fact, credit should 
be no more than an inducement offered to the farmer to conform 
to an all-round programme of social improvement and directed 
production policy." 

To attain this objective, the institutional, credit agencies should 
so far as possible: (a) facilitate and encourage savings and their 
mobilization for productive investments; (b) reduce the cost of 
credit administration; (c) pool the risks of lenders; (d) increase 
competition between private money-lenders and effectively counter 
the local monopolies which many of them now enjoy. In these 
ways the real cost of the credit needed by farmers would be 
reduced and its utility and demand would be enhanced. In 
addition, institutional arrangements should help farm families to 
link their credit needs with the planned programme of develop- 
ment and thus minimise the risks of losses by both borrowers and 
lenders. In fact, farmers have four main needs: practical know- 
ledge of technical improvements, confidence that they will prove 
economic on their farms, ready and well-arranged credit, and 
step-by-step practical guidance in effectively combining these 
elements. ‘To meet this combination of needs of the farmers of 
today, the conventional institutions of credit, needs re-orientation 
and re-modelling which itself is not a very easy process.” 


9 BE, H. Jacoby, Agrarian Unrest in Southeast Asia, p. 23 

10 United Nations, Economic Survey of Latin America, 1950, p. 32 

11 DZ), Brossard, Features of Supervised Credit in Latin America, edited by E. Kk. 
Bauer, Vol. I, p. 299 

12M. Digby, The World Co-operative Movement, London, 1948 
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SOURCE OF AGRICULTURAL FINANCE : 
STATE AGENCIES 


GOVERNMENT assistance to agriculturists in the form of ‘taccavi’ 
loans in times of flood, famine and such emergencies has been 
traditional in India. The British Government in India continued 
the practice of granting such loans under various regulations and 
later on under a number of ‘taccavi’ Acts. Subsequent to the 
recommendations of the Famine Commission of 1880, loan 
operations were systematised with the passing of the “Land 
Improvement Loans Act’ of 1883, and the ‘“‘Agriculturists’ Loans 
Act” 1884. Both these Acts are of enabling character and vests 
in State Governments powers to frame rules governing the sanction 
of disbursement of loans. 

The advantages of these State loans lie in their long-term and 
low rates of interest. But the total amount lent under both the 
Acts is extremely insignificant being between Rs. 35 to 60 lakhs 
and amounts to a mere drop in the ocean of agricultural credit.? 
Thus these loans play a very inadequate role in agricultural 
financing. In addition to the inadequacy the methods of distri- 
bution and collection are very defective. These have given rise 
to many serious complaints. Further, delay in granting such 
loans because of the lengthy procedure followed in their disburse- 
ment and sanction has turned these into uneconomic and 
unwanted propositions. Not only this, the levy of illegal gratifi- 
cation by the village Patwari and Block Development Officer 
coupled with the extremely rigid conditions set by the government, 
inelasticity, and inefficient administration along with the difficulty 
of supervision have rendered these loans very unpopular. The 
Rural Credit Survey Committee has rightly summed up the 
situation in the following words : ‘the record of taccavi is a record 
of inadequacies.” 

Moreover these loans like other institutional loans, are found 
on investigation to gravitate to the big and large land-holders in 
preference to the medium and small land owners. ‘This is obvious 


1 Jathar & Beri, Indian Economic, Vol. 1, p. 313 
2 Rural Credit Survey Committee Report (1951), Vol. II, p. 199 
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from the fact that the average borrowing of the big cultivator was 
nearly four times that of the medium cultivator and roughly ten 
times that of the small cultivator.* Thus, the system of ‘taccavi’ as 
conceived and administered by the Government is not a system of 
finance but one of casual advance. Relief in distress being the 
objective, its classification, nature and the manner of repayment 
are all questions of exigencies and the budgetary provision made 
have no relation to the farmers’ actual needs. It, therefore, fails 
to comply with the standard needed for a scheme of agricultural 
finance and is generally taken by those who need it the least.* 

The Government of India is aware of the problem; and as such 
the deliberations of Conferences of Registrars of Co-operatives 
and State Ministers of Co-operation recommended reorganising the 
‘taccavl’ loan system so as to channelise it through co-operatives.® 
The main objective of this new policy is to accept the co-operatives 
as the normal agency to provide credit to farmers for production 
and land improvement purposes and to discontinue, in due course, 
the issue of ‘taccavi’ loans directly to individuals by the Govern- 
ment. Exceptions could, however, be made wherever co-opera- 
tives could not undertake such financing due to the technical 
nature of operations, financial risk involved or delayed returns 
on investment. 

The Government while accepting the recommendation _ has 
issued a communication stating that while it would be possible to 
implement the policy immediately in all districts in certain States 
like Gujarat and Maharashtra, in other States it would have to be 
implemented district-wise, according to a carefully worked out 
phased-programme, covering an entire State within a period of 
three to five years or even more. The district selected should 
have a strong co-operative structure and wide-spread membership 
of cultivators, so that agricultural production does not suffer for 
want of proper credit. ‘The selection of districts is to be made in 
accordance with five criteria, which are as follows : (a) the Central 
Co-operative Bank should be viable and should fulfil at least the 
minimum criteria laid down by the Reserve Bank of India; (6) 
the overdues at any primary society in the district should not 
generally be over twenty per cent; (c) at least seventy-five per 
cent of the villages in the district should be covered by co-opera- 


3,4 Rural Credit Survey Committee Report, 1951, Vol. II, pp. 202-3 
5 Reserve Bank of India Bulletin, November, 1963 


36 AGRICULTURAL FINANCING IN INDIA 


tive societies which were actually functioning; (d) the co-operatives 
should have re-oriented their loan policies and should issue short 
and medium-term loans on the basis of production programmes; 
and (e) the organisational arrangements should be carefully 
worked out before the policy is implemented. 

In view of the needs for larger investment in agriculture, it is 
necessary to ensure that the total funds available for agricultural 
development are not reduced by the transfer for ‘taccavi’ funds 
to co-operatives. The State government should, therefore, continue 
to make provision for ‘taccavi’ loans in their budgets and make 
the funds available to the central co-operative banks preferably 
through the apex co-operative banks to supplement their resources. 
Similarly, the loan funds available in the schematic budget of 
Community Development Blocks for agricultural development 
should also be routed through co-operatives for disbursement 
after setting apart those funds which are required for community 
and group works and for assistance to institutions for taking up 
specified amount of loans for specified projects or job assignments. 
However, loans disbursed through co-operatives in a block should 
not, in any case, be less than the loan amount made available 
from the schematic budget to co-operative from a particular block. 

Interest should be charged on funds made available to co-ope- 
ratives, but the rate should be based on the appreciation of the 
fact that the Government would save the expenditure incurred 
on administering the ‘taccavi’ loans directly. ‘They could, there- 
fore, consider whether any subsidy towards the rate of interest 
could be provided to the co-operatives in respect of such funds. 

While it is recognised that no uniform rate of interest could be 
charged by co-operatives all over the country, the rate charged 
should be realistic depending on conditions in the money market 
and the extent of subsidy which the State governments would like 
to provide. A pooled rate of interest might, therefore, be charged 
on co-operative loans and the ‘taccavi’ loans routed through 
co-operatives. Further the rate of interest on loans granted for 
identical purposes and periods should be the same irrespective of 
source of funds. ‘The rates should not unduly be high and should 
generally be below six per cent in any case.® The rates should be 


° The Government scheme has provided for 8 per cent. Six per cent has been 


suggested in view of our suggestion to normalisé the rate through a pooled 
process and subsidy from the Government. 
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periodically reviewed so as to bring them down to a reasonable 
level. 

To make the scheme effective and realistic it would be desirable 
to delegate the full authority of sanctioning or rejecting such loan 
applications to the central co-operative banks and/or land mort- 
gage banks. In the present scheme loans for relief of distress is 
the responsiblity of the State Governments. Such dual control is 
unnecessary both from the point of view of efficiency as well as 
convenience. Moreover, it should be observed whether State 
co-operatives are having enough trained and impartial staff to 
handle such loans efficiently and for that the State Governments 
should extend necessary help. 

Despite the fact that the Government of India have laid down a 
detailed procedure for disbursement and operation of this fund, 
there are a few aspects which perhaps require a critical appraisal. 
Among these aspects, those which require specific mention are: 
(a) the need of keeping these Acts in the Statute Book in the 
context of the new developmental ideas for loans other than distress 
loans; (b) the exact terms and conditions which may be accepted 
as model for all States; (c) allocation of responsibility between 
the State co-operative banks and the revenue departments of the 
States with regard to recovery of loans given prior to the imple- 
mentation of this scheme as also those given consequent on 
introduction of this scheme. 

In the context of the present programme for development of 
rural areas, the problem of agricultural finance has changed its 
complexion. Under the present situation of active state partici- 
pation in the programme of rural development, agricultural credit is 
no longer looked upon as something where the state may enter only 
when the money-lender tries to misuse his position. Supply of 
adequate finance may be regarded as the king-pin of rural deve- 
lopment. It has been recognised that in an economy organised 
on the basis of private individual enterprise, the units of operation 
niust be provided with the requisite help for improving their 
efficiency and this in the present context of backward agricultural 
economy of the country presupposes an adequate state help and 
guidance. It is, therefore, a special responsibility of the state to 
sponsor and finance an integrated credit institution. 

However such an institution should operate through Govern- 
ment as well as co-operative or private agencies as Calvert has 
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rightly pointed out: ‘No government organisation, however, 
benevolently intentioned, can reach the great mass of its people 
scattered over the whole of the area under its administration, even 
in a wealthy country. In the comparatively less developed 
countries only the mere fringe of the problem could be touched 
by this agency’.’ 


” H. Calvert, as quoted in Co-operation in the Colonies, Fabian Society London, 
1945 


CHAPTER VI 


SOURCE OF AGRICULTURAL FINANCE: 
RESERVE BANK OF INDIA 


THE Reserve Bank of India was expected from its very inception 
to do something for agriculture. ‘That the financing of agriculture 
requires some special treatment from the central bank has been 
recognised since the establishment of the Federal Reserve System 
in the United States in 1913. The Federal Reserve Board acted 
on the theory that a central bank should try in every possible 
Way consistent with the responsibilities to extend credit facilities 
for short-term agricultural purposes. 

Taking this cue the Reserve Bank of India, as early as January 
1938, had proposed to extend finance for marketing produce 
through the agency of the approved money-lenders by redis- 
counting at concessional rates for scheduled banks the bills of 
such associations drawn for making advances to farmers against 
the security of produce, on condition that the benefit of the low 
rate was passed on to the farmer. While the scheme was an 
important landmark in the history of agricultural finance 
it failed on account of the fact that, in India, the ordinary farmers 
did not borrow against the security of produce. They borrow 
more for meeting the expenses of production than for the market- 
ing of crops.” 

Efforts, however, were simultaneously made to extend assistance 
to the co-operative societies. A circular was issued laying down 
the procedure to be followed by the state co-operative banks in 
obtaining accommodation from the Reserve Bank. These banks 
were asked to maintain with the Reserve Bank a minimum cash 
balance of not less than 2} per cent of the demand deposits and 
one per cent of their time deposits; to prepare their balance 
sheets in proper forms, submit audit notes and agree to allow the 
officers of the Reserve Bank to inspect their books. The response 

1 Federal Reserve System in the United States, 1913. In the initial stage the 
scheme was given a relatively minor importance. 

2 K.S. Rao, ‘The Role of the Reserve Bank of India in the Scheme Agricultural 


Credit’, Reserve Bank Bulletin, August, 1962, p. 486 
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to this circular was, as the Bank itself admitted, ‘very poor’.® 
Till 1942, no co-operative bank had approached the Reserve Bank 
for assistance, except for negligible amounts in the way of advances 
against government securities. Consequently, the Bank in 1942 
issued another circular offering to grant assistance in the form of 
discounts or of advances against bills or notes drawn for marketing 
of crops, at a concessional rate of one per cent below the bank 
rate, on condition that the benefit of the low rate was passed on 
to the farmer. The important feature of this scheme was that 
the Bank now suggested that the central co-operative banks 
financing co-operative sale societies or primary societies should 
themselves draw time promissory notes, so that these could be 
endorsed by the State banks and presented to the Reserve Bank 
for rediscount, or for advance. Alternatively, if they preferred, 
the State banks could draw bills on the central co-operative 
banks which after acceptance by the latter could be presented 
to the Reserve Bank. Again, however, the result was nugatory. 
In spite of this negative response to its offers, the Reserve Bank 
in 1944 extended the concessional rate, originally limited to the 
marketing of crops, to include bills and notes drawn for the 
purpose of financing seasonal agricultural operations also. In 
1946 the rebate was increased from one per cent to one and a half 
per cent below the bank rate; the latter at that time being 3 per 
cent. Even at this rate, only two State co-operative banks had 
by the end of 1947 availed themselves of the facilities offered 
under the scheme, and the amount borrowed was only 
Rs. 3,55,000.6 Though aware of the fact that the Reserve Bank 
was not able at that time to influence or improve agricultural 
credit in any fruitful way,’ the authorities of the Bank nevertheless 
did not feel then that the situation called for either an extension 
of central banking activities or anything more than proceeding con- 
servatively on the traditional lines. Instead, they thought that the 
disease could be remedied by a thorough re-organisation of the 
machinery of rural credit. This diagnosis clearly pin-points the 
Bank’s tenacious adherence to the traditional and conventional 


3 Reserve Bank of India Bulletin, September, 1951, p. 661 

* Reserve Bank of India, Trend and Progress of Banking in India, 1949 pp. 188-89 
5 See Rao, loc. cit., pp. 491-92 

6 Trend and Progress of Banking of India, loc. cit., p. 188 

7 Statutory Report of Reserve Bank of India, under section 55 (1) (b), p. 33 
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central banking principle of serving primarily as a banker’s bank 
‘in emergency’. But as Dr. Sen points out, the Reserve Bank 
completely forgot ‘what the authorities of its model, the Bank of 
England, told the Macmillan Committee, ‘desperate diseases 
need drastic remedies sometimes’.6 Evidently, something more 
was needed than the passive role the Bank had assumed so far, 
namely, the offer of financial accommodation at concessional rates 
if approached by the State co-operative banks. 

A change in the attitude is, however, clearly visible after the 
publication of the Rural Banking Enquiry Committee’s Report in 
1951. The Bank observed in 1952: “In no other spheres perhaps 
as in that of rural finance, it is of so little use in Indian conditions 
to turn for guidance to the central banking practices evolved in 
the highly industrialised countries of Western Europe. In this 
matter, asin the extension of banking facilities generally, fresh 
approaches had to be thought of....”% Hence in February 
1951, the Bank convened an informal conference on rural finance, 
composed of co-operatives, economists and other experts in the 
field of agricultural credit. The conference recommended the 
following measures: (a) for enabling the Reserve Bank to work 
more effectively within the existing framework ; (>) for enlarging 
the framework; and (c) for eventually designing a new and co- 
ordinated framework in the light of facts to be ascertained. 

Accordingly, several important procedural changes with regard 
to accommodation to the State co-operative banks were intro- 
duced. Under the revised procedure, the stipulation previously 
made that all loans and advances should be repaid by September 
30 of each year was removed; each loan or advance is now 
treated as a separate transaction, and the full term of the loan is 
allowed for repayment. A credit limit was fixed for each co- 
operative bank, but the limit applies to the total amount out- 
standing on any day, so that amounts repaid can be drawn again 
during the period. The revised practice has enabled the co- 
operative banks to make much greater use of the Bank’s financial 
facilities, and also by reason of its elasticity, has enabled them to 
frame their own borrowing and lending programmes more in 


8 §. N. Sen, Selective Credit Control, pp. 44-53 
® Reserve Bank of India, Report of the Central Board of Directors for the year 1952, 
Ds 25 
10 Reserve Bank of India, Report of the Central Board of Directors 1952, p. 26 
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conformity with local needs and conditions. The extent of short- 
term co-operative credit drawn from the Reserve Bank doubled 
in 1951-52 as compared with 1950-51 as the following figures 
indicate: 


Tasie II! 


CREDIT LIMIT SANCTIONED AND AMOUNT DRAWN BY THE 
CO-OPERATIVE BANKS FROM THE RESERVE BANK 


(in lakhs) 

1950-51 1951-52 
Limits sanctioned by the Reserve Bank 76.2 128.0 
Amounts actually drawn 53°8 12534 


The concessional rate of interest at which this accommodation 
was made available continued to be 1} per cent even after the 
raising of Bank rate from 3 to 3} per cent in 1951. 

The next set of proposals made by the informal conference 
involved either the legislative enlargement of the functions of the 
Bank or the re-organisation and development of the co-operative 
credit structure of different States. The conference recommended 
that the Bank be allowed: (a) to include ‘mixed farming’ and 
the processing of crops by agricultural producers among the 
purposes for which it can be providing short-term finance; (b) for 
the production and marketing activities of the industrial co- 
operatives; and (c) to extend to co-operative banks, to a limited 
extent, medium-term agricultural credit for periods between 18 
months and 5 years. Legislative proposals were made to the 
government based on these recommendations as well as those of 
earlier committees, and the Bank’s powers have subsequently been 
substantially enlarged along these lines. One set of amendments 
to section 17 of the Reserve Bank Act was passed in 1951 and 
another in 1953. ‘The two amendments passed in 1951 liberalised 
the terms of Reserve Bank advances for agricultural purposes. 
As regards purchase, sale or rediscount of bills of exchange and 
promissory notes arising out of bona fide commercial transaction in 
accordance with section 17 (2) (a) of the Reserve Bank Act, the 
amendment placed State co-operative banks on the same footing 


11 Jbid., p. 31 
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as scheduled banks. The second amendment, related to section 
17 (2) (a) of the Act, increased the period of accommodation for 
seasonal agricultural operations and marketing of crops from 9 
months to 15 months. However, far-reaching changes in the 
Act were introduced in 1953. These changes included the 
following: (a) a broader interpretation was given to the terms 
‘seasonal agricultural operations’ and crops and ‘marketing of 
crops’ so as to include within their purview ‘mixed farming’ 
activities, (7.e. activities undertaken jointly with agricultural 
producers or any organisation of such producers); (6) a new 
provision was made empowering the Bank to re-discount bills or 
promissory notes of State co-operatives and State financial corpo- 
rations, drawn for the purpose of financing the production or 
marketing activity of cottage and small-scale industries approved 
by the Bank and maturing within 12 months, provided the 
payment of the principal and interest of such bills of exchange 
or promissory notes is guaranteed by the State Governments; and 
(c) a new provision was also added enabling the Reserve Bank 
to grant medium-term loans to State co-operative banks for agricul- 
tural purposes, for period of 15 months to 5 years up to an over- 
all total of Rs. 50 million, provided that the loans are guaranteed 
by the State Governments and do not exceed the owned funds of 
the banks concerned. 

Since the passing of these amendments, the Reserve Bank’s 
advances to State co-operative banks have consistently shown a 
rising trend. ‘Table III will indicate this :* 


TABLE III 
ADVANCES TO STATE CO-OPERATIVE BANKS 
(Rs. in lakhs) 


Year Advances Outstandings 
1951-52 11°29 7°81 
1959-60 100°65 74°54 
1960-61 146°66 89°40 
1961-62 192.92 122°80 
1962-63 220°28 134°32 


12 Report of the Central Board of Directors, op. cit. pp. 30-33 
13 Report on Currency and Finance, Reserve Bank of India, 1963 
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In the field of long-term credit also, the Reserve Bank has provided 
increased assistance to farmers. The Bank undertook to buy upto 
10 per cent of debentures floated by the land mortgage banks in 
1948, provided they were guaranteed by the Government in 
respect of principal and interest. The Bank’s purchase of such 
debentures was raised in 1950 to 20 percent. This assistance 
was enhanced a step further in 1953. The Government of India 
set aside Rs. 10 million for long-term agricultural credit under 
the First Five Year Plan, for the purchase of debentures issued 
by the land mortgage banks. The Bank in consultation with the 
Government, worked out a plan of joint purchase of debentures 
of land mortgage banks up to 40 per cent of the issue of the short- 
fall in public subscription to the issue, whichever is smaller, one 
half of the subscription to be made on behalf of the Central 
Government and one half on account of the Reserve Bank of 
India. The Central Land Mortgage Bank using this facility 
must, however, agree to extend within one year loans for pro- 
ductive purposes amounting to at least half of the amount for 
productive purposes. The amounts of the Reserve Bank’s 
subscriptions to the debentures of land mortgage banks are shown 
in Table IV :#4 


TABLE IV 


RESERVE BANK’S SUBSCRIPTION TO DEBENTURES 
OF LAND MORTGAGE BANKS 


(Rs, in lakhs) 
Rural debentures of land mortgage Ordinary debentures of land 
Year banks, Sec. 17 (4AA) read with mortgage banks 
46A (2) (d) 
Purchases Outstandings Purchases Outstandings 

1958-59 26°88 26°88 S309 76°75 
1959-60 47°10 73°98 aa 63°90 
1960-61 Sor 107°15 2°90 66°81 
1961-62 70°81 177:96 72°20 139°02 
1962-63 106°92 284°88 . 236°16 290°18 


ea a 
14 Reserve Bank of India, Report on the Currency and Finance, 1962-63 
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Table IV clearly brings out the increasing interest shown by 
the Reserve Bank of India in subscribing rural debentures of land 
mortgage banks along with ordinary debentures. However, the 
activities of the Bank did not stop at the mere subscription to 
debentures of land mortgage banks. To increase the supply of 
relatively long-term credit, a new amendment to the Reserve 
Bank Act was passed in 1955 empowering the Bank to set up two 
National Funds, namely, (a) National Agricultural Credit (Long- 
Term Operations) Fund and (4) the National Agricultural Credit 
(Stabilization) Fund. The Reserve Bank established the first of 
these two funds in February, 1956 with an initial sum of Rs. 100 
million. It was stipulated that an annual contribution of not 
less than Rs. 50 million for the five years commencing from June 
30, 1956 is to be made towards this Fund. This Fund will make 
loans and advances to State Governments for subscribing to the 
share capital of co-operative credit institutions and to central land 
mortgage banks. The first loan out of the Fund for Rs. 8 lakhs 
was sanctioned to the Government of Madras for contribution to 
the share capital of large-sized credit societies.% In 1957, the 
Reserve Bank set up the National Agricultural Credit (Stabilisa- 
tion) Fund and made a contribution of Rs. 10 million to it as 
required under section 46B of the Reserve Bank of India Act. 
It may be recalled that the setting up of this Fund had also been 
recommended by the Rural Credit Survey Committee,'¢ 

It is obvious that the Reserve Bank of India has taken serious 
steps to improve the credit facilities available to farmers in India. 
Its diagnosis of the problem is realistic and its prescriptions are 
healthy. In seeking a solution to this age-old problem it has not 
tied itself to the narrow eligibility rule of the orthodox central 
banking principles. It has very wisely realised that the problem 
of rural credit cannot be solved by merely extending facilities at 
concessional rates to co-operatives and land mortgage banks, 
In fact, the base and distributive structure needs a thorough 
re-habilitation. Accordingly, the Bank took steps, both financial 
and administrative, to rehabilitate the co-operative movement. 
The Bank has adopted a growth-oriented policy with respect to 
rural credit and has played the part of a true promotional agency. 
A foreign expert who visited India gave a fitting tribute to the 


15 Reserve Bank of India, Review of the Co-operative Movement, 1960 
16 Reserve Bank of India, Report on Currency and Finance, 1956, p. 3 
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Bank in the following words: “Frequent references have been 
made to the role of the Reserve Bank of India in providing 
leadership and financing for the co-operative credit system. ‘To 
an observer from abroad, this is one of the most interesting aspects 
of current rural credit development in India. The Reserve Bank 
has been giving new life and potent leadership to the co-operative 
credit movement in recent years. Probably, no other central 
bank in the world is doing so much to help develop and finance 
co-operative rural credit institutions.” It is difficult to pay a 
more generous tribute to the Reserve Bank of India but one 
wonders whether the base institution chosen can stand the strain 
of telescopic growth which is being desired at this stage in India. 


™ Reserve Bank of India, Rural Credit Survey Committee Report, Vol. 11, p. 286 


CHAPTER VII 


SOURCE OF AGRICULTURAL CREDIT : LAND 
MORTGAGE BANKS IN INDIA 


Wir the introduction of the co-operative movement in India 
some 50 years ago, it was felt that it would be possible for the 
credit co-operatives to provide both long-term and short-term 
credit needs of farmers. It was, however, soon realised that rural 
credit societies operating in villages on the basis of unlimited 
liability and honorary management and carrying on their business 
with loans from the central co-operatives would not be able to 
transact and comprehend the technicalities of term loans which 
involve inspection and valuation of lands, examination of titles of 
land and evaluation of projects to be financed. The machinery 
set up by the Government to meet these needs of agricultural 
finance was not adequate at that stage. The other financial 
institutions working in India could not feel obliged to provide 
term-loans to farmers leaving their lucrative buisness in commerce 
and industry. It is the appreciation of these factors that led to the 
creation of a specialised institution catering the complicated 
mortgage loans to farmers in India. The institution was christened 
as land mortgage banks. 

The causes of failures of existing institutions catering the 
financial needs of farmers have been recorded earlier. But 
one point that clearly emerges out as the most significant contri- 
buting cause of their failure was that these institutions have failed 
to find out a dependable balance to weigh the credit worthiness 
of the farmers to whom they extend term loans. For that reason 
these institutions resorted to all sorts of uneconomic and vague 
restrictions in the field of agricultural borrowing which obviously 
brought their doomsday so near and so easily. Mr. Johnson 
commenting on the obvious difficulty of obtaining such a balanoe 
remarked: ‘‘How nice it would be if when a farmer comes into 
my bank, I would stick a management thermometer in his mouth 
and get a reading which could tell me that he had the skill 
and knowledge to handle a £ 20,000 to £ 50,000 enterprise 
effectively.”” 


1 Harold, G, Contemporary Reading in Agricultural Economy, p. 339 
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Since such a thermometer is not yet .a practical proposition, 
it has been rightly felt that the only dependable security for long- 
term loans for agriculturists is their land. Mr. I. W. Duggan 
has summed up the situation in the following words: ‘There 
may very well be a need for one package unit for credit as that 
would provide for financing farmer’s real estate, his intermediate 
term capital improvements and his short-term productive expenses. 
Such a unit of credit would of course require a mortgage on the 
land as chattel mortgages and liens on personal property.” 

In India attempts were made as far back as 1883 to provide 
financial facilities to farmers on the security of land. A special 
bank on the model of the Credit Foncier-de-France was established. 
But the bank could not be successful due to over investments and 
unscrupulous activities. Then again a land mortgage bank was 
registered on June 30, 1920 at Jhang in the Punjab. However it 
also failed due to (a) the defective valuation principle; (6) the fall 
in the value of land and as such of the security; (c) the presence 
of unscrupulous directors; and (d) the all-round depression and 
consequent demand for un-productive loans. Due to this early 
set-back in land mortgage banking it took long time to implant 
itself in the Indian soil. In fact, it would be too early to say that 
in the present shape and form it would be able to meet the 
growing demands of Indian farmers. However, the real momentum 
was given to such specialised banks in India, with the establish- 
ment of the Central Land Mortgage Bank in Madras in 1929. 
An enumeration of the growth and working of these banks in the 
different States of India would provide us the necessary back- 
ground knowledge for suggesting future models of such banks. 


ANDHRA PRADESH 


Long term credit is available to the farmers of Andhra Pradesh 
through co-operative land mortgage banks registered for this 
purpose. ‘The structure of land banks in this State consists of 
two tiers; (a) primary land mortgage banks at the base, generally 
at the taluka level; (4) a federation of these banks, 7.e. the central 
land mortgage banks at State level. The area of operation of 
the primary bank is limited to one revenue taluka in the delta 
area and two and sometimes three talukas in the upland (dry 


20 bid., Pp. oo 
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areas). Persons owning agricultural land within the area of 
operation of a primary bank can become its member and obtain 
loans from it on the security of his land. 

The funds required for this purpose are raised by way of shares 
from members and borrowings from the central banks or State. 
A member has to subscribe to the shares to the extent of 5 per 
cent of the loan he takes. The maximum loan that could be 
advanced is fixed by the bye-laws. On receipt of an application 
for loan, the supervisor of primary banks makes an enquiry, 
inspects the land and reports on the suitabilitity of the application, 
obtains encumbrances report for 24 years and secures all such 
documents required to prove the title of the applicant to the land 
offered for mortgage. After this preliminary enquiry the opinion 
of legal adviser is being sought and the loan file is then sent to 
the Land Valuation Officer who is trained by the Co-operative 
Department specifically for this job. This officer once again 
inspects the land and assesses the value of land on the basis of 
the average price per acre in the pre-War and post-War period. 
As the land hypothecated to the bank constitutes the sole security 
from which the loan is to be recovered in case of default, it is 
being inspected and re-valued annually to ensure that it has not 
changed hands, that regular cultivation is going on, and that it is 
not affected by any erosion or such natural calamities. 

The management of such banks vests in a board of directors 
consisting of nine members elected by share-holding members; 
the board elects its president, vice-president, treasurer and 
secretary. The services of the members of the board as well as 
that of office-bearers are honorary. ‘The rules require that land 
mortgage banks whose outstanding loans are Rs. 4 lakhs and 
over, should appoint a full-time paid secretary. 

The main source of finance for these banks is borrowing, i.e. 
debentures. In the initial stage of its growth the primary banks 
floated debentures but they were not very successful. Experience 
pointed to the need for an agency for centralised issue of deben- 
tures and for a decentralised institution for valuation of land and 
disbursement of loans and also for general supervision. This 
provided the urge for promoting the Central Co-operative Land 
Mortgage Bank in Madras. Primary object of this bank is to 
provide finance to the primary banks. For this purpose it raises 
funds principally by issue of shares and debentures. These 
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debentures are approved security under the Insurance Act of 
1938 and the Banking Companies Act of 1948 and are guaranteed 
for principal as well as interest by the Andhra Government. 

These banks are actively implementing the main recommen- 
dations of the Rural Credit Survey Committee (1951) wherein 
it has emphasised that these banks should give priority to loans 
for improvement and development of land. Not only this, in 
regard to loans for land improvement the banks have prescribed 
a number of procedure and plans to ensure proper utilisation of 
the money. Where a loan is required for the sinking of wells, 
levelling, damming or other earthwork, the cost estimated by the 
borrower is checked by the directors of central land mortgage 
banks and verified by the co-operative sub-registrars with reference 
to local rates. Wherever possible, the advice of a technical man 
like an overseer or an engineer is obtained from reputed firms to 
facilitate counter check of the loan amount applied for. In the 
case of other improvements the amount is disbursed in one or 
more instalments, the final instalment being paid after a certificate 
is obtained from a director of the primary bank that the work 
has been completed. Further, in Andhra vast areas are being 
brought under irrigation as for example under the Tungabhadra 
Project. Land coming under such irrigation projects requires long- 
term finance from the very beginning for reclamation and develop- 
ment. The State Government has agreed to entrust the issue of 
such long-term loans to these banks and these banks are evincing 
keen interest in this new field of operation. The rate of interest 
charged for such loans is moderate, 7.e. 5} per cent—a rate charged 
on ‘taccavi’ loans. The period of loans till very recently was 20 
years in all cases. But it is now being limited generally to 15 
years because with the increased income from land due to the 
increased productivity and high agricultural prices, it is rightly 
felt that borrowers are in a position to pay larger instalments. 
The period of loan is, however, more closely linked with the 
farmers repaying capacity and the productivity that shall be 
derived from it. The rate of interest on loans is regulated with 
reference to the rate of interest paid by the bank on debentures. 
A margin of 2} per cent between the borrowing and lending 
rates is maintained out of which 1} per cent is retained by the 
Central Land Mortgage Bank for its administrative expenses. 
And one per cent is allowed to primary banks. 
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At present two central land mortgage banks are working in the 
State. On June 30, 1960 the owned funds of these banks 
amounted to Rs. 67.60 lakhs and Rs. 4°78 lakhs of which state 
contribution accounted for Rs. 15 lakhs and Rs. | lakh respec- 
tively. The overall guarantee which had been previously given 
by the Government of Andhra Pradesh towards the debentures 
of the Andhra Land Banks was also continued. The loan opera- 
tions of the two land banks increased substantially during the 
period under study, from Rs. 79 lakhs at the end of 1958 to 
Rs. 140 lakhs at the end of 1960. The bulk of the loans was for 
land improvement as may be seen from Table V. 


Tasle V 
ANALYSIS OF LOANS BY PURPOSE: ANDHRA PRADESH 


(Rs. in Lakhs) 


Purpose of Loans Amount advanced during 
1959-1960 
Redemption of prior debts _ 0°88 PTE 
Purchase of land 0°74 0°58 
Purchase of Tenancy rights = 0°42 
Land improvement 78°70 120°37 
Purchase of machinery 2°24 4:23 
Other purposes 11°83 11°63 


In order to facilitate the working of these land banks the State 
Government provided various kinds of assistance. The cost ofa 
special post of deputy registrar and his staff employed by primary 
land mortgage banks in the Telengana area was met by the State 
Government. In the Andhra area half the cost of co-operative 
sub-registrars appointed for the work relating to land mortgage 
banking was borne by the Government. The number of primary 
land mortgage banks in the State as on June 30, 1960 was 93 with 
1.68 lakhs membership. Their owned funds amounted to Rs. 57.52 
lakhs and working capital to Rs. 6,42.98 lakhs of which borrow- 
ings from the central land mortgage banks were Rs. 5,82.58 lakhs. 
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The loans outstanding at the end of the year under review (1960) 
were Rs. 5,89.13 lakhs. All these indicate a steady progress of 
these specialised banks in the Andhra Pradesh.* 


ASSAM 


The Assam Co-operative Central Land Mortgage Bank Ltd., was 
organised on September 2, 1959 in pursuance of the policy of the 
Department of Co-operation and at the suggestion of the Reserve 
Bank of India with the object of issuing long-term loans to the 
primary land banks and indviduals for long term agricultural 
operation against the security of land. The main object is to 
relieve the agriculturists from the burden of debt at exhorbitant 
rates of interest from outside. It was considered that when freed 
from such encumbrance they could effectively increase agri- 
cultural production and improve their economic conditions. 

At the initial stage, the State Government subscribed a sum 
of Rs. 9 lakhs towards its share capital along with the subsidies 
given by it from time to time to meet the establishment costs. 
Its membership is open to all individuals above the age of 18 
years and also to farming co-operative societies registered under 
the Co-operative Societies Act. Each member is required to 
subscribe at least one share and the farming societies are required 
to purchase at least 50 shares of the bank. Moreover the bank 
is collecting share money from the borrowers at 5 per cent of the 
loan sanctioned to them. 

The administration of the Bank can broadly be divided into 
two, namely, (7) general administration ; (77) accounts branch. 
The general administration consists of, (a) Board of Directors; 
(b) the Administrative Council of which the Minister for, Co- 
operatives, Assam, is the Chairman; (c) Managing Director who 
is directly incharge of the management of the Bank; (d) Land 
Valuation Officer who is dealing with the valuation of the hypotheca 
offered for mortgage; and (e) Legal Adviser who is dealing with 
the legal title of the applicant over the hypotheca offered for 
mortgage. ‘he Accounts Branch Consists of Accountant and 
his staff. 

The valuation of the hypotheca is generally made on the basis of 


3 Main Source: The Annual Report and the Bye-laws of the Andhra Co- 
operative Land Mortgage Bank Ltd., 1960 
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the report of the local Sub-deputy Collectors, i.e. Revenue Officers. 
Local officers generally hold local inspection of the hypotheca 
to study the soil condition, class of land and the situation, i.e. 
distances from the turbulent river nearby to determine whether 
it is subject to flood and erosion. The valuation is finally fixed 
on the basis of all these considerations. 

The loans are sanctioned for a period of 12 years at the rate 
of 6} per cent interest. The repayment of the principal is to 
commence after the completion of two years, whereas the interest 
is payable annually after the completion of one year from the 
granting of the loan. The amount of loan asked for must not 
exceed more than 50 per cent of the valuation of the hypotheca. 

Inspite of numerous difficulties faced by the Bank, at present 
the bank is progressing well and has secured the sympathy and 
confidence of the public. However, the Bank officials are at 
present following a cautious policy under the guidance of the 
State Government and the Reserve Bank of India. It is hoped 
that this bank will be in a position to serve the noble cause for 
which it has been established. 


BIHAR 


The Central Co-operative Land Mortgage Bank of Bihar advances 
long-term loans to agriculturists directly or through its branch 
offices set up especially for decentralised distribution of such loans. 
The purposes for which the Bank advances long-term loans are: 
(a) the redemption of mortgage on lands or other valuable 
immovable property; (b) the improvement of land and/or 
methods of cultivation; (c) the liquidation of old debts; and 
(d) the purchase of land intervening the fields of the borrowers 
or to enable them to consolidate their holdings with the land 
contiguous to it, so that they may effect a more efficient and 
economic cultivation. 

The main source of funds for the Bank is share subscription 
and long-term debentures. Besides these two sources, the Bank 
is entitled to approach the State Government for short-term 
advances repayable on the receipt of money through floatation of 
debentures. The State Governmenf was approached to provide 


4 Main Source: Report submitted by the Land Valuation Officer in reply to 
my enquiry dated August 7, 1959 * 
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guarantee for the floatation of debentures and interest thereof. 
The same has now been sanctioned. 

Applications for loans are being entertained only from members 
of the Bank. An applicant is to file the application in the pres- 
cribed form to the branch office manager. It will be scrutinised 
with reference to the title deeds, submitted with it, of the lands 
proposed to be hypothecated. At the branch office this scrutiny 
will be done by the branch manager and at the head office it 
will be done by some legal expert. Ifit appears to the bank that 
prima facie there is a good case for advancing a loan, it will take 
further steps in the matter, otherwise the application will be 
rejected by the Managing Director. However, in case the 
application is accepted for further consideration, the managing 
director or the branch manager, as the case may be, will request 
the local revenue officer; z.e. ‘Anchal Adhikari’ to furnish the 
following information: (a) whether the land is recorded in the 
name of the applicant; (6) whether the land is in the applicant’s 
possession; and (c¢c) whether the present value of the land is 
correctly estimated by the Bank or not. The maximum amount 
of loan which will be advanced to an individual borrower will be 
Rs. 10,000. In order to render possible savings from which the 
prior indebtedness of agriculture may be cleared, efforts are being 
made to advance more loans for land improvement purposes and 
to give such loans priority. 

The lands which are morigaged to the Bank as security for 
loans will be revalued at intervals not exceeding three years. 
The object of such re-valuation will be to find out if the securities 
offered in mortgage are unimpaired in valuation and_ systematic 
utilization. In case of depreciation due to one reason or other 
in the value of land, the borrower will be asked to give additional 
security or to give back part of the loan advanced to him. 

The rates of interest will be determined on the basis the Bank 
is able to float its debentures. However, the usual rate of interest 
is seven per cent per annum. ‘This rate of interest will be reviewed 
from time to time and will be modified. The penal interest on 
overdue instalments will be charged at one per cent above the 
usual rate of interest.® 

5 Main Source: The Bye-laws of the Bihar’s Co-operative Land Mortgage 


Bank Ltd., and the letter of the managing director of the Bank in reply to my 
letter dated September 7, 1959 
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BOMBAY 


The State Co-operative Land Mortgage Bank Ltd., was registered 
on December 7, 1935. The object of the Bank is to give long- 
term loans to farmers for redemption of debts, development of 
agriculture and purchase of land. In the initial period the main 
business of the Bank was the redemption of old debts. With the 
enactment and the application of the Bombay Agricultural 
Debtors Relief Act 1939, the demand for such loans however 
declined for good. And with the Central Governments’ ‘Grow 
More Food’ campaign the demand for land development has 
increased considerably. This was a very healthy turn for the 
Bank. 

The area of the Bank extends to the whole State of Bombay. 
The Bank is serving at present the Bombay State through 11 
primary banks, 6 primary land mortgage banks in Marathawada, 
2 central financing agencies through 17 bank branches and 3 
sub-offices of the Bank. 

The main requirements of finance for the Bank is obtained 
through the floatation of debentures guaranteed by the State 
Government both in respect of interest and principal. The 
authorised share capital of the Bank has been increased from 
Rs. 50 lakhs to Rs. 2 crores divided into 20 lakh shares of Rs. 10 
each in accordance with the amended bye-laws 14 and 15. 

Loans to the extent of 50 per cent of the valuation of the 
hypotheca is advanced to agriculturists. The rate of interest of 
ordinary loans is 74 per cent and of loans for land improvement 
is 54 per cent. The rate of interest of loans for irrigation wells is 
44 per cent to ultimate borrowers. The Government of Bombay 
is financing the Bank for the difference between the economic 
interest rate and the disbursed interest rate. The Bank had 
undertaken to finance a vast scheme of constructing 6,000 new 
wells before the end of the Second Five Year Plan. The scheme 
has been successfully executed by the Bank. 

Applicants for loans from the Bank are required to supply in a 
prescribed form the necessary details of the object for which the 
loan is needed. All documentary evidences like mutation entries 
and ‘khata extract’ are to be submitted along with the loan 
application. 

On furnishing the required information to the Bank, the loan 
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paper of the applicant is sent to the land valuation officer who 
makes a spot enquiry and submits his report to the primary bank 
regarding the valuation of the hypotheca, repaying capacity of 
the applicant, applicant’s debts and their genuineness, details of the 
proposed improvement of lands and their estimated cost. On 
receipt of the said report, the case papers are forwarded to the 
legal adviser of the primary bank for examining the applicant’s 
title to the hypotheca. On completion of the above formalities 
the president or the executive officer, as the case may be, will 
make the necessary recommendation of either sanctioning the 
loan or rejecting it. The applicants are required to pay the 
prescribed fee at the time of applying to the Bank generally as 
shown in Table VI. 


TasLe VI 
Loan Land valuation Legal Share Form Total 
officer’s fee Sees amount See 
Rs. Rs. Rs. Rs. Rs. Rs. 
500-1,000 7°50 5 10 3 25°50 
1,000-5,000 15°00 7 10 3 35°00 
5,001-10,000 25°00 10 10 3 48°00 


Recently, the Government of Bombay has entrusted the Bank 
with a portion of its taccavi finance for irrigation wells. With 
the bifurcation of the Bombay State into Gujarat and Maharashtra 
in May 1960 the latter was left with two Central Co-operative 
Land Mortgage Banks, including the land mortgage bank depart- 
ment of the Vidarbha Co-operative Bank, at the end of 1959-60. 
Steps were being taken to enable the Bombay State Co-operative 
Land Mortgage Bank to take over the land mortgage banking 
business of the Vidarbha Co-operative Bank. 

During the period under study the paid-up share capital of 
the Bank increased from Rs, 28 lakhs to Rs. 43 lakhs, of which 
an amount of Rs. 20 lakhs represented the State Government’s 
contribution. The bank floated debentures for Rs. 100 lakhs of 
which Rs. 82 lakhs were taken up by thé co-operative societies of 
the State. Its advances increased from Rs. 30 lakhs in 1958 to 
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Rs. 194 lakhs in 1960. Most of these advances were made for 
the improvement of land and irrigation facilities as against the 
previous practice of making advances for the redemption of old 
debts. Table VII clearly reveals this fact: 


Tasie VII 
(Rs. in lakhs) 
Amount advanced during 
1959-1960 
Redemption of prior debts 10°04 (PPA 
Purchase of land FSi) 227 
Land improvement 101°52 124-23 
Purchase of machinery b37 D200 
Other purposes 2°07 Rely 
GUJARAT 


The Surashtra State Co-operative Land Mortgage Bank Ltd., 
was registered on September 6, 1951. After tackling successfully 
the problem of financing the tenant cultivators of the girasdars 
of the then Saurasthra State under the Saurashtra Land Reforms 
Act, the Bank undertook the regular work of granting of loans 
of long-term nature of land development to the farmers from 
1953. The then Saurashtra government also took a far-reaching, 
bold, step in entrusting the work of issuing of long-term loans for 
agricultural land improvement purposes to Saurashtra’s land 
bank with effect from April 1, 1956 by stopping the advancement 
of the same through revenue and development departments in 
the form of ‘taccavi’ loans. 

On the formation of Gujarat State on May 1, 1960, the Bank 
is functioning as the apex bank for the whole State. The present 
loan policy is that the Bank grants loans for the following long- 
term purposes: (a) sinking of new wells and repairs to old ones, 
electric motors, oil engines, pumping sets, tractors, horticulture 
development, bunding and farm houses; (6) for redemption of 
old debts. Loans for redemption of old debts are always avoided 
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unless the farmer is able to prove that such redemption will 
enable him to become an efficient producer. Loans for sinking 
wells are given in instalments by inspecting regularly the progress 
of work and proper utilisation. Loans for pumping sets and 
tractors are paid to the supplying agencies direct. There is also 
a provision for a percentage check of utilisation by the State 
development and revenue officers. 

The Bank’s borrowing rate which was previously between 4 and 
41 per cent per annum has now risen to 44 to 4% per cent and 
similarly the lending rate which was 64 per cent since the 
beginning has been raised to 6? per cent recently. 

The management of the Bank at present consists of 14 directors 
of which 5 are State nominees. In the old setup, State nominees 
were secretaries and heads of the different departments of the 
State. Now they are replaced by the respective regional depart- 
mental heads. Of the rest, 4 are elected by the primary societies 
and till the primary land mortgage banks are registered and they 
elect their members, all the four or remaining members, as the 
case may be, will be nominated by the Registrar of Co-operative 
Societies with the approval of the State government from among 
the members of the Bank. 

The share capital of the Bank at present is Rs. 55°5 lakhs in 
which the State participation amounts to Rs. 20 lakhs. The 
general reserve fund is Rs. 9.5 lakhs and other reserves like 
building, dividend equalisation, investment fluctuation fund 
amounted to Rs. 3.65 lakhs. The Bank was granted an initial 
accommodation to the extent of Rs. 1.33 crores by the State 
Government to enable it to grant loans under the Saurashtra 
Land Reforms Act of 1951. This was repaid by the Bank by the 
issue of debentures. For regular interim accommodation, to 
provide the necessary funds for securing mortgages before floating 
a new series of debentures, an agreement exists with the State 
Bank of India for an overdraft limit to the extent of Rs. 1.5 crores 
under the State Government’s guarantee. The Bank, however, 
has utilised the limit only to the extent of Rs. 1.25 crores and the 
overdrafts when they exceed rupees one crore are repaid by the 
issue of a fresh series of debentures. The Bank floated four 
series of debentures of a total amount of Rs. 4.75 crores. All these 
series were successful due to the support from. sister co-operatives 
and commercial banks under the leadership of the State Bank of 
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India and Life Insurance Corporation of India. The Reserve 
Bank of India also subscribed to the first two series. 

The opinion of the panchayat as regards tbe probable value of 
an applicant’s holding to be mortgaged with the bank, is gathered 
and their valuation is obtained in the Bank’s prescribed form. 
Sales statistics are also taken of similar adjacent lands and _ these 
are taken for the last 5 years to seven years and then the average 
value of the acre is struck by dividing the total prices so derived 
by the total acreage sold. This average price multiplied by the 
total acreage offered to the bank gives the value of the land of 
the applicant. 

The Bank floated debentures aggregating Rs. 165.15 lakhs 
during the period under study. Out of this Rs. 28.35 lakhs were 
subscribed by the sister co-operative institutions. The loan 
amount issued by the Bank increased from 1.74 lakhs in 1958 to 
Rs. 2,62.18 lakhs in 1960. Loans for land improvement amounted 
to Rs. 59 lakhs and those for purchase of machinery to Rs. 1.56 
lakhs. This is evident from the following table: 


Tasie VIII 
PURPOSE OF LOANS 


(Rs. in lakhs) 


1959-1960 
Redemption of Prior Debts 8°84 7°00 
Purchase of Machinery 85°84 755752 
Land Improvement 49°31 58°86 
Purchase of Tenancy Rights 50 ee 
Purchase of Land Beso 4°74 
Other Purposes 28°58 36°06 


The State Government gave a subsidy of Rs. 0.68 lakhs to the 
Bank to meet the deficit suffered by the Bank by granting loans 
for land improvement and wells at a special concessional rate of 
interest. The overdues of the Bank is highest, forming 10.4 per 
cent of the outstandings. However, the relieving feature is that 
most of the overdues are in respect of girasdari loans given in the 


60 AGRICULTURAL FINANCING IN INDIA 


erstwhile Saurashtra State. There were only five primary land 
mortgage banks in the State whose operations were on a small 
scale.” 


MapuyaA PRADESH 


A number of primary land mortgage banks were started in 
Madhya Pradesh district centres in 1934 to provide relief to the 
farmers from the heavy burden of prior debts. These banks were 
affiliated to the State Co-operative Bank which was the apex 
financing agency for the central banks of the State. After the 
bi-furcation of the State in the year 1956, the Mahakoshal 
Co-operative Bank and the Madhya Bharat State Co-operative 
Bank were amalgamated on March 15, 1958 to constitute the 
new Madhya Pradesh Co-operative Bank. 

There is no separate apex land mortgage bank in the State. 
A separate department of the apex Co-operative Bank functions 
as the apex bank for the land mortgage banks in the State. There 
are 20 primary land mortgage banks in the State out of which 
four are independent units and the remaining 16 combine the 
functions of central and primary land mortgage banks. The 
Madhya Pradesh Land Mortgage Banks Act 1937 was till recently 
applicable to the Mahakoshal region only. This Act is now 
extended and made applicable by the State government to the 
Madhya Bharat, Vindhya Pradesh and Bhopal regions of the 
State with effect from January 1, 1959. 

The source of long-term finance for these banks is the debentures 
issued from time to time redeemable after a specific period 
extending from 10 to 20 years. ‘These debentures are secured 
by mortgages which are collected by primary land mortgage 
banks and assigned in favour of the apex bank. The value 
of property for these mortgage debentures is double the amount 
of debentures issued to debentures holders. Payment of interest 
and principal of the debentures is guaranteed by the State 
Government. Interest of debentures is decided after a careful 
analysis of the money market. ‘The interest of debenture holders 
is safeguarded by a trust deed executed by the Chairman of the 
Bank and the Registrar of the Co-operative Societies who also 


7 Main Source: The Report of the Saurashtra State Land Mortgage Bank 
Ltd., and its Bye-laws, 1960 
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acts as the trustee for the debenture holders. Overdues against 
the borrowers can be recovered by initiating coercive action 
under section 10 and 14 of the Land Mortgage Banks Act as 
referred earlier. 

The prospective borrower has to approach the primary units 
in his district and file the necessary revenue papers and title 
deeds in support of his title. The officer of the primary unit 
then gets the prescribed loan application form filled in and 
collects the share amount and valuation fée according to the 
scheduled fees. The application is then forwarded to the govern- 
ment valuer attached to the Bank. The valuer examines the 
title value of the property and the repaying capacity of the 
borrower. The legal adviser is then asked to give his opinion 
regarding the title and purpose of loan. After that the case is 
considered by the board of the primary unit and is then sent to 
the apex bank through the assistant registrar of the district. The 
vice-chairman of the apex bank sanctions the loan if the case is 
in order and he deems it fit for financing. The case file is then 
returned to the primary unit and this unit gets the mortgage deed 
executed and registered in favour of the apex bank. The apex 
bank lends to primary banks at 5 per cent and the rate of interest 
charged from the ultimate borrower is 7 per cent. 

The apex unit has been provided with a subsidy of Rs. 40,000 
for the year 1962-63 to meet the cost of establishment of the 
Bank. Each primary unit is given a total subsidy of Rs. 7,000 
for 3 years on a tapering scale for the purpose of appointment 
of new staff for expansion of business in the Third Five Year Plan. 
In the year 1961-62, the Apex Land Mortgage Bank as an 
experimental measure authorised certain selected primary units 
to sanction and disburse loans upto Rs. 2,000 to borrowers for 
land improvement. But none of these banks availed of this 
facility. The Bank is therefore considering of re-examining this 
and authorise some more primary units enhancing the limit to 
sanction loans from Rs. 2,000 to 3,000.8 


HIMACHAL PRADESH 


The Co-operative Land Mortgage Bank entertains applications 


8 Main Source: The Report of the Central Co-operative Land Mortgage 
Bank, 1962 and its Bye-laws. 
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for granting loans on long-term basis to the farmers of the State. 
The application for loan shall be sent in the prescribed form to 
the manager or its agent’s bank along with the following docu- 
ments: (a) Farad Jamabandi of his entire holdings of the villages 
wherefrom he intends to offer land for mortgage and Farad 
Haquiat in the case of holding in other villages; (b) If the loan 
is for the redemption of mortgage, copy of the mortgage deed 
attested by a co-operative inspector or the land valuation officer. 
If the manager or agent bank is satisfied that the above conditions 
have been fulfilled he shall register the loan application. 

After the loan application is duly scrutinised, the land valuation 
officer shall proceed with the valuation of land. The value ofa 
particular land should be determined after taking the average of 
the sale statistics of the same or similar kind of land during the 
last 5 years and in the event of non-availability of the sale figures 
for the last 5 years, the land valuation officer should take the 
average of another 5 preceeding years. On return of the loan 
application from the land valuation officer, the manager or the 
agent bank may check or cause to be checked any number of loan 
cases by the staff or through the directors of the respective 
division. After that the loan cases are sent to the legal adviser 
of the State unit. The legal advice is given about the applicant’s 
rights to each of the items of the property offered as security. 
Details as to who are interested in the hypotheca and who, in 
consequence, have to join the applicant in the execution, is being 
mentioned by the legal adviser in his note on the application. 

After the case is received back from the legal adviser with his 
opinion the manager of the State bank shall put up the loan case 
before the executive committee for consideration. If in the 
opinion of the executive committee the loan case is satisfactory, 
it may sanction the loan. ‘The disbursement of loan for a purpose 
other than the purchase of land or redemption of mortgage or 
repayment of old debts or purchase of machinery shall be made 
direct to the borrower provided the amount of loan does not 
exceed Rs. 1,000. In case the amount exceeds Rs. 1,000 the 
amount shall be paid not only in instalments but according to 
the specific direction of the executive committee either to the 
borrower or to the supplier of machineries, etc.® 


* Main Source : Managers Report sent to the Registrar, Co-operative Societies, 
1962, and its Bye-laws. 
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JAMMU AND KASHMIR 


The land mortgage banking here is of unitary type and is operating 
through the Apex Land Mortgage Bank and its branches. So 
far no loans have been disbursed. According to the rules of 
business adopted by the board of the Bank the loan applications 
from the members are first received in the office of the Assistant 
Registrar who gets these verified by the Revenue authorities. 
On receipt of the applications back from the Revenue Depart- 
ment the applications are sent on to the branch manager-cum- 
supervisor of the Central Land Mortgage Bank for investigation 
on the spot. The local director of the branch committee also 
visits the village where the land is situated and the manager-cum- 
supervisor and the branch director are required to go together 
for such verification. After this the application has to go to the 
land valuation officer for his report and on receipt of his report 
the branch committee forwards the case to the Central Land 
Mortgage Bank along with the recommendation of the former, 
The legal advisor of the Central Land Mortgage Bank examines 
loan file and gives his opinion which is put up before the executive 
committee at the time of sanction of the loan. After the loan is 
sanctioned a non-encumbrance certificate for a period of 12 years 
from the date preceding the date of sanction is also necessary. 
In this connection it may be pertinent to mention that the 
tahsildar of the Revenue Department also issues a non-encum- 
brance certificate when the application is first sent to him for 
verification of the particulars of the land which is offered as 
security for the loan.1° 


Mapras 


A few primary land mortgage banks were started in different 
parts of the State in 1925. Their working soon brought to the 
forefront the urgent need for an apex institution which would be 
able to raise all the money required by the primary units. Hence 
with the approval of the legislature the Madras Co-operative 
Central Land Mortgage Bank was started in December 1929, 
The Bank was, however, reconstituted on October 1, 1956, 
consequent on the re-organisation of States. This had an 


10 Main Source: Communication sent to me by the Land Valuation Officer of 
the Bank, 1962 
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important bearing on the constitution of the bank as the 
Mangalore, Puttur and Udipi Land Mortgage Banks in South 
Canara District, the Kollegal Land Mortgage Bank in Coimbatore 
District, and the Calicut, Palghat and Tellicherry Land Mortgage 
Banks in Malabar district got disaffiliated from the Central Land 
Mortgage Bank. 

The Bank is managed by a board of directors consisting of 17 
members, three elected by individual share-holders and 11 elected 
by representatives of primary banks and 3 nominess of the co- 
operative societies. The detailed administration of the Bank is 
in the hands of an executive committee of seven members 
consisting of the president, vice-president and treasurer, two 
representatives of the primary banks and two nominees of the 
Government including the Registrar of Co-operative Societies. 

Loans are issued only on the first mortgage of agricultural lands 
in the State and upto 50 per cent of the estimated value. Loans 
are issued for redemption of prior debts and for improvement of 
lands. In order to minimise risks involved in the issue of loans 
of large amounts, the amount of individual loans has been fixed 
at Rs. 10,000 and in selected areas at Rs. 15,000. With each 
loan application an applicant has to file a statement of all his 
debts with full details and statement of all his property with 
income thereon and the title deeds relating thereto and other 
financial details about his family. An encumbrance certificate 
for 24 years is taken and the title is examined by the legal adviser 
of the Bank. A paid employee of the primary bank and a director 
of the same bank inspects the property offered for mortgage and 
prepare a report. The report with all the details gathered, is 
placed in the hands of a co-operative sub-registrar who is the 
Government appointed appraiser. He gives his own report after 
inspecting the land and making necessary enquiries. These are 
considered by the board of directors of the primary land mortgage 
bank. It is then forwarded to the Deputy Registrar for Land 
Mortgage Banks. ‘This officer scrutinises the application and 
forwards it to the Central Land Mortgage Bank. 

The lands mortgaged are valued once in two years and action 
taken to rectify the defects noticed in such valuation. The 
valuation is based on pre-War values. Beside this, in order to 
ensure and enforce prompt payments, sprovision has been made 
in the Madras Land Mortgage Banks Act for the recovery of 
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instalments by restraint and sale of produce. The Act also 
confers on the land mortgage banks the power of sale of mortgaged 
land without the intervention of the court. But these powers 
have been rarely exercised as cases of overdues are not many. 

The Bank is empowered to issue debentures with the previous 
sanction of the trustees on the security of the mortgaged land and 
other assets transferred by the primary units. However, it has 
also been provided that the total amount due on the debentures 
and outstanding at any time shall not exceed the total amount 
due on the mortgages. The Registrar of the Co-operative 
Societies is the trustee of the debenture holders for the purpose of 
fulfilling the obligations of the Bank to the debenture holders. 
These debentures are issued in various denominations to suit all 
pockets. There is also a provision for consolidation of bonds of 
lower denominations into bonds of higher denominations. The 
debentures are transferable by means of transfer deed, which is 
exempt from stamp duty. The interest on these debentures is 
remitted by means of interest warrants issued in the form ofa 
cheque on the Madras State Co-operative Bank or on the Bombay 
State Co-operative Bank. 

The owned funds of the Madras Central Co-operative Land 
Mortgage Bank amounted to Rs. 51°05 lakhs at the end of 1960. — 
During the period under study the Bank floated debentures for 
an aggregate amount of Rs. 155°76 lakhs of which a sum of 
Rs. 44°51 lakhs was contributed by the co-operative institutions 
of the State and Rs. 76.34 lakhs by the public and the balance is 
contributed by the Reserve Bank of India and State Bank of India. 
Table IX shows the purposive distribution of loans in the year 
1959 and 1960: 


TasLe IX 


ANALYSIS OF LOANS—PURPOSE-WISE 


a 
(Rs. in lakhs) 


1959-1960 
Redemption of prior debts 36:00 48°15 
Purchase of land ikeig) odd 
Land improvement 23°86 44:06 
Purchase of machinery 7:42 ee 
Other purposes 2°69 0:02 


eS 
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While loans for redemption of prior debts continued to be high 
there was an appreciable increase in loans for productive purposes. 
With a view to encouraging the issue of loans for land improve- 
ment the State Government permitted land mortgage banks to 
advance loans to the extent of fifty per cent of estimated value of 
hypotheca for such purposes as against forty per cent fixed in the 
case of loans for discharge of prior debts. 

The State Government gave financial assistance to 85 primary 
land mortgage banks in order to enable them to employ additional 
supervisors, and departmental staff for assessing the value of land 
and to minimise the period in the sanction and disbursement of 
loans. Moreover the primary units were allowed to sanction 
loans independently up to Rs. 3,000. The number of primary 
banks in the State was 85 on June 30, 1960 with 1°37 lakhs 
members.1! 


Mysore 


The establishment of the Mysore Central Co-operative Land 
Mortgage Bank, Ltd., at Bangalore, is the outcome of the recom- 
mendations of the Malnad Improvement Committee of 1925. 
The Bank was registered on November 25, 1929. The lending 
operations of the Bank which were in the first instance limited to 
four talukas, have now been extended to the whole of the new 
Mysore State created on the recommendations of the State Re- 
organisation Committee in 1956. 

In the beginning the Bank had individuals and ordinary 
societies as members but the resolution of the special general body 
of the Bank passed at the meeting held on January 5, 1957 
amended the Bank’s bye-laws to restrict the membership to only 
primary land mortgage banks. This has reduced the number of 
membership of the bank to 99 instead of 379 as on June 30, 1957. 

The capital required by the Bank for the issue of long-term 
loans is raised through debentures. The principal and the interest 
amount of the same has been guaranteed by the State Government. 
Further, the Bank has been receiving valuable assistance from the 
State Government for working out the Land Mortgage Scheme 
of the Government sponsored for the amelioration of the highly 


11 Main Source: The Annual Report of the Gentral Co-operative Land Mort- 
gage Bank, Madras 1960 and its relevant Bye-laws. 
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indebted farmers of the State. In fact the Government of Mysore 
has granted several concessions to the Bank and the primary units 
by way of fully guaranteed debentures and exemption from 
payment of stamp duty and fees for registration of documents. 
Government has further sanctioned to the Bank a cash credit 
accommodation of Rs, 20 lakhs. The Government also has 
granted a subsidy of Rs. 4,000 to the Bank towards the manage- 
rial cost and Rs. 10,000 for the maintenance of the special 
inspectors of co-operative societies lent to the Bank, and a sum of 
Rs. 32,340 as subsidy to all the primary units of the Bank in 
the State at the rate of Rs. 330 per society. The Bank has 
issued rural debentures with the active co-operation of the Reserve 
Bank of India and the State Government. 

The limit of loans is from Rs. 150 to Rs. 5,000 and loans up to 
fifty per cent of the valuation of dry, wet and garden lands and 
up to forty per cent of the valuation of coffee and cardamum 
lands will be sanctioned. The Bank is conscious of the hardships 
on small owners of lands when the loans are sanctioned on the 
basis of the present valuation and to overcome this especially in 
project areas, it has approached the State Government for per- 
mission to advance on prospective rather than present valuation 
of such lands. 

Till recently, the Bank had issued more loans for the discharge 
of prior debts than for land improvement which formed a very 
small proportion of the business. However, with a view to 
encouraging such loans the Bank has decided to give priority to 
such loans at all stages of disposal of records and the primary 
units are informed that if sufficient loan applications are built up 
by them, the special staff of the Bank will be sent to the spot for 
quick disposal of loan applications. 

The owned funds of the Bank amounted to Rs. 46°59 at the 
end of 1960 out of which a sum of Rs, 20 lakhs represented the 
share capital contribution of the State Government. During the 
period under study the Bank floated debentures for Rs, 110 lakhs. 
The loans issued by the Bank amounted to Rs, 64 lakhs during 
1958-59 and Rs. 82 lakhs during 1959-60. However, the main 
purpose of these loans was redemption of debts and only a very 
small portion was for land improvement as may be seen from the 


following table: 
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TABLE X 
ANALYSIS OF LOANS: PURPOSE-WISE 


(Rs. in lakhs) 
1959-1960 


Redemption of Debts 63°36 80°64 


Land Improvement 0°98 P73) 


Mysore had the largest number of primary land mortgage 
banks, viz., 108 with 0°91 lakh members on June 30, 1960. Their 
owned funds amounted to Rs. 32°18 lakhs and working capital 
of Rs. 359°96 lakhs of which Rs. 3,27.78 lakhs were borrowed 
from the Central Land Mortgage Bank. ‘The amount of loans 
outstanding from members as on June 30, 1960 was Rs. 311°90 
lakhs.” 


ORISSA 


The Provincial Co-operative Land Mortgage Bank was registered 
as a co-operative society under the Bihar and Orissa Co-operative 
Societies Act 1935. The registered office of the bank is in 
Berhampore town, Ganjan district. Its area of operation extends 
to the entire State of Orissa. 

The share capital of the Bank for the present is Rs. 30°15 lakhs, 
which is made of: (a) 825 Special class shares of Rs. 1,000 each; 
(b) 11,750 ‘A’ class shares of Rs. 100 each; (c) 1 lakh ‘B’ class 
shares of Rs. 10 each; (d) 15,000 ‘C’ class of shares of Re. 1 each. 
The special class shares were to be allotted only to the State 
Government and the State Government was competent to contri- 
bute to such shares to such extent and under such conditions as 
may be decided by it from time to time. Other types of shares 
can be contributed by any person who is over 18 years of age. 
But a ‘B’ class member cannot be either ‘A’ class or ‘C’ class 
share-holders. And loans are to be advanced only to the ‘B’ 
class share-holders. 

The application for loan is to be made in the prescribed form 
to the secretary of the local committee or to the agent bank. 


12 Main Source : The Annual Report of the Bank, 1960 
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Every application for a loan has to be accompanied by title deeds 
and other documents relating to the land proposed to be mort- 
gaged. Such lands are to be inspected by the supervisor of the 
Bank in the first instance. If the application is tenable, it will 
further be enquired into by the sub-assistant registrar in charge 
of the area. 

Every loan granted in a mortgage of land should not exceed 
three-fourths of the estimated net income from the hypotheca 
during the period of the loan or 40 per cent of the estimated 
market value of such land. The mortgage is taken without 
possession. In exceptional cases, however, which might arise 
when the landed property offered as security is not sufficient, 
house property commanding rental value may be accepted 
provided that at least 75 per cent of the loan amount is for pro- 
ductive purposes. 

The entire direction and control of the bank vests in the board 
of directors. It consists of 18 members of whom 6 members, 
including the Registrar of Co-operative Societies of the State, are 
nominated by the State Government. Of the remaining, 4 
members are elected from the ‘A’ class share-holders and 8 
members from ‘B’ class members. The management of the Bank 
vests in the executive committee consisting of 9 members in which 
the ex-officio members are ex-president, vice-president and the 
Registrar of Co-operative Societies. The remaining 6 are nominees 
of the State Government and ‘A’ and ‘B?’ class share-holders. 

The Bank has been empowered to open branches at suitable 
centres in the State and to determine the area of operation of 
such branches and to allot funds to meet the costs of its manage- 
ment. Each branch is managed by a local committee consisting 
of not less than three members of whom one is a ‘B’ class 
member. 

The Bank is steadily progressing despite initial difficulties. 
This is evident from the fact that the loans granted for productive 
purposes has increased recently. Such loans are disbursed in 
instalments corresponding to definite stages of execution of the 
project for which the loan was sanctioned, to ensure that it is 
utilised for the particular production purposes for which it was 
taken. 

13 Main Source: The Annual Report of the Bank, 1960 and its Bye-laws. 
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PUNJAB 


The Punjab State Co-operative Land Mortgage Bank was 
started in 1958 to finance agriculturists directly. The Bank has 
been established with the object of providing facilities of long-term 
credit to its members. 

The governing board of the Bank is constituted as per bye- 
law 32 of the Bank in the following manner: (a) a nominee of 
the State Co-operative Bank; (b) three officials nominated by 
the State as share-holders of the Bank; (c) the Registrar or his 
nominee; and (d) six directors elected by the share-holders of the 
Bank as individuals and four elected as the representative of 
member societies. 

All applications for l-ans are made to the manager of the Bank. 
‘The application should be accompanied by the following docu- 
ments: (a) Fard Jamabundi; (6) Fard Khasra Gurdwari; (c) 
copies of sale deed. After duly scrutinising the loan applications 
the land valuation officer will proceed with the valuation of land. 
For adopting the value per acre of a particular land, the sale 
statistics as furnished by the applicant will be reviewed with: 
(a) the average sale value of the same or similar kind of land 
during five years from 1936-40; (4) the average sale value of 
the same or similar kind of land during five years from 1953-57; 
and (c) the average of the first and second valuation. The result 
of the third is the value to be adopted. Ifin a particular village, 
the requisite sale statistics are not available the land valuation 
officer will adopt the value on the basis of the sale statistics of the 
adjacent villages. ‘The value of land is determined separately 
for each kind of land and the value of entire hypotheca is worked 
out on the basis of the adopted value for each kind of land offered. 
The land valuation officer will inspect the land offered as mortgage 
with the help of Shajra and field book. 

The period of loan applied should not be less than 5 years and 
it should not exceed (a) 10 years in case of loans for development 
and improvement of land and methods of cultivation; and (6) 
12 years in case of loans for purchase of land for cultivation and 
loan for redemption of mortgages of land and liquidation of past 
debts. 

The Bank is authorised under its bye-laws to raise funds from 
the following sources: (a) shares; (b) debentures; (c) State 
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grants and subsidies and (d) fees and deposits. The Bank is 
authorised to issue debentures of one or more denominations for 
which the security of mortgage lands and other assets should be 
available in sufficient quantity. The period of such debentures 
should not exceed 30 years. The total borrowings of the bank 
should not exceed at any time 25 times of the paid-up share capital 
and reserves accumulated by the Bank. 

The Bank is of recent origin and hence much critical assessment 
ofits working is not possible. However, the Bank is running 
smoothly. The rate of interest being charged from the ultimate 
borrowers is 64 percent. All loans so far sanctioned are utilised 
for the purpose for which they were advanced. No bad debt has 
yet occurred.14 


RAJASTHAN 


The Rajasthan Central Co-operative Land Mortgage Bank Ltd. 
was registered under the Rajasthan Co-operative Societies Act of 
1953. Its operations extend to the whole of the State. The 
objective of the Bank is primarily to finance individuals through 
primary mortgage banks or through the Central Co-operative 
Bank till such time as primary mortgage banks are not established. 
Such loans are to be granted for the improvement of agricultural 
land and methods of cultivation; for redeeming prior debts of 
agriculturists and construction and repair of wells. It has also 
been decided by the Bank to analyse and study the advantages of 
loans granted for the redemption of prior debts in Bassi and 
Sangarer Community Development Blocks. The result would 
reveal the wisdom of such loans especially from the point of view 
of productivity and efficiency of the farmer and farm. 

The authorised capital of the Bank is Rs. 10 lakhs made up of 
20,000 shares of Rs. 50 each. The Government of Rajasthan is 
eligible. to take shares in the Bank but such shares will be retired 
as and when desired by the Government and may be transferred 
to such person or persons as they may deem fit from time to time. 
Individuals who are co-parceners and persons who are members 
of co-operative societies or individuals, can be nominal members 
on payment of an entrance fee of Re. 1. 


14 Main Source : The Annual Report of the Bank, 1960 and its Bye-laws. 
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The executive management of the Bank is vested in a board of 
directors consisting of nine members constituted as follows: (a) 
the Registrar of Co-operative Societies ; (6) one director repre- 
senting the Rajasthan State Co-operative Bank; (c) two directors 
who are expert in banking and finance nominated by the Govern- 
ment; (d) three directors representing individual share-holders ; 
and (e) two directors representing affiliated mortgage banks or 
central co-operative banks. 

As soon as a loan application is admitted by a primary bank it 
has to be scrutinised by it and an application is to be made to the 
registration officer for an encumbrance certificate with a view to 
verifying the title or right. This scrutiny is being done by the 
land valuation officer and the legal adviser attached to the Bank. 
The legal adviser is expected to examine the encumbrance 
certificate and the documents with a view to disposing of the same 
expeditiously and return the whole case to the land valuation 
officer for valuing and verifying the price and title of the property 
intended to be mortgaged. In respect of loans exceeding Rs. 5,000 
applied for against mortgage of lands the hypotheca will be 
required to be examined at the spot by the Assistant Registrar 
Co-operative Societies of the circle personally. So long as a 
favourable report is not received from the land valuation officer 
who is the revenue officer of the area, and an encumbrance 
certificate is not obtained from the Registration Department no 
loan can be granted to the applicant. It is the main responsibility 
of the Assistant Registrar to see that all these formalities are 
scrupulously observed and no delay is caused in the disposal of loans. 

The Bank can sanction loans upto Rs. 10,000 provided they are 
required for land improvement and development of farm. The 
period of the loan is related to the purpose of it but in no case 
can its duration exceed 15 years. The rate of interest on loans 
is regulated vis-a-vis to the rate of interest paid by the Central 
Co-operative Land Mortgage Bank on the floatation of its deben- 
tures but the margin cannot exceed 3 per cent in any case. A 
mortgage bank or an individual who has taken a loan from the 
Bank has to repay the amount together with the interest due 
thereon either by equated annual instalments or. at its option in 
annual instalments. 


‘ 


15 Main Source: The Annual Report of the Bank, 1960 
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UTTAR PRADESH 


Mortgage banking in Uttar Pradesh is of recent origin. It has 
been organised to advance long-term loans to individuals and 
co-operative farming societies directly or through the primary 
land mortgage banks. The loans will be advanced for the redemp- 
tion of mortgages on lands or other valuable immovable property ; 
improvement of land and introduction of better methods of 
cultivation; minor irrigation scheme; and liquidation of old 
debts. The minimum and the maximum amount of loan to an 
individual borrower will be Rs. 500 and Rs. 15,000 respectively. 
In case of a co-operative farming society, maximum amount of 
loan will be Rs. 50,000. 

All applicants for loan will have to give their loan application 
on the prescribed form to the Bank alongwith the following fees 
and share money; (a) administrative fees at 50 P. for a loan of 
every Rs. 100 or part thereof with a minimum of Rs. 2.50 P. 
and maximum of Rs. 50; (4) legal fees at'Rs.2 for a loan of 
every Rs. 500 or part thereof with a maximum of Rs. 30; (c) 
share money at 5 per cent of the loan sanctioned; and the neces- 
sary documents namely copy of previous mortgage deed where the 
loan is required for discharge of prior debt, and in case of un- 
cumbered land and affidavit to that effect, copy of Bhumindhari 
certificate, etc. 

The formula for the valuation of land shall be: (a) Eighty 
times the actual land revenue or forty times the revenue calculated 
on the basis of circle rate, whichever is higher plus twenty times 
the difference of actual land revenue and the revenue calculated 
on the basis of circle rate; (5) fixed assets of the applicant on the 
lands to be hypothecated shall be valued in accordance with the 
instructions laid down by the Government from time to time for 
determining the compensation value under the Land Acquisition 
Act, and such valuation may also be taken into account by the 
Bank. 

The land mortgaged to the Bank will form the security for the 
debentures. Its inspection and revaluation every two years is 
being done to ensure that it has not changed hands and is properly 
cultivated and maintained. For the sake of convenience, 50 per 
cent of hypotheca should be inspected each year to complete the 
circle of rotation within two years. The Inspector is expected to 
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report to the Assistant Registrar about the result of his revaluation 
and the steps taken or to be taken to adjust the necessary defects 
and deficiencies revealed by his inspection and revaluation. 


KERALA 


The Kerala Co-operative Central Land Mortgage Bank Ltd., has 
been registered on the basis of limited liability under section 10 
of the Travancore-Cochin Co-operative Act of 1952. The object 
of the Bank is to finance primary banks and individuals within 
the State of Kerala on mortgage security for the redemption of 
mortgages on agricultural land; and for the improvement of 
agricultural land and of methods of cultivation. 

Every loan should be secured by a mortgage of agricultural 
lands and should not exceed fifty per cent of the estimated value 
of such lands. In case where the agricultural land offered as a 
security by a member is not sufficient for the loan applied for by 
him, house property commanding rental value and such other 
landed property may also be accepted provided that at least 50 
per cent of the market value of the property is advanced as loan. 

A member joining the Bank should take at least one share but 
no individual member can, at any time, hold shares exceeding 
Rs. 5,000 of the face value. The funds of the Bank can be derived 
from: (a) shares; (6) debentures; (c) deposits; and (d) fees and 
other borrowings. But funds raised from other than shares shall 
not exceed twenty-five times the aggregate amount of paid-up 
share capital and reserve fund of the Bank and the aggregate 
fund raised under the last two shall not exceed twice the aggregate 
amount of paid-up share capital and reserve fund of the Bank. 

The general superintendence of the affairs and business of the 
Bank will be conducted by a board of directors, which will 
constitute of (a) three members nominated by the Government; 
(b) three ex-officio members of the Government; (c) one repre- 
sentative of the debenture-holders nominated by the Government; 
and (d) President of the State Co-operative Bank. 

The fund position of the Bank is not very much encouraging 
and in the Annual Report (1959) it has been brought out that 
due to the want of adequate finance substantial fresh business 
could not be built up. However, the <Bank is taking steps in 


16 Main Source: The Annual Report of the Bank, 1962 
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this direction and it would strengthen its financial position by 
the fresh issue of debentures which it would do as soon as the 
Land Mortgage Bank Act of the State comes into force. 

The Bank has taken another important decision, z.e. of decentra- 
lisation of loan disbursement operations to avoid unusual and irri- 
tating delay in such disbursement. For this suggestions have 
been made to delegate some of its powers to the primary banks or 
branches as has been done in Madras, Gujarat and Maharashtra. 
If this is done, payments of such loans could be expedited as it 
has been calculated that such steps would reduce the delay by 
about two weeks.!” 


West BENGAL 


The West Bengal Central Land Mortgage Bank, which is of recent 
origin, advances loans for minimising the load of prior debts, 
improvement of land, and purchase of land. The improvements 
to land include improvement of the irrigation channels, improve- 
ment of drainage canals, reclamation of land, bunding, levelling, 
digging and repairs of the tank. 

Applications for loans are to be submitted to the secretary on 
the prescribed form. The application form should be duly filled 
in and the necessary documents proving the title of the borrower 
should be attached therewith. Local enquiries are being made 
by the outdoor officer of the bank regarding family members, 
condition of land, valuation of land, repaying capacity, genealogy 
of the borrowing member and also about the title of the land 
offered as mortgage. Primary units have their own legal staff 
who trace the ownership of the land to the borrowing member, 
from the last settlement record and successive transfer documents. 
He also satisfies himself about minor’s property, mutation of name 
in rent receipts where necessary. Primary banks generally pay 
Rs. 2 per case to the lawyer engaged for the purpose. 

At present the Bank accepts valuation of different kinds of lands 
in different districts of the State as recommended by the managing 
committee of the primary Banks. Loan admissible to the borrower 
is 50 per cent of the value of land but not exceeding two-thirds 
of the net income from land offered, for the entire period of the 
loan. 


17 Main Source: The Annual Report of the Bank, 1959 and its Bye-laws. 
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The Bank has adopted a novel method of determining the 
repaying capacity of the borrower. A budget statement showing 
estimated income and expenditure of the borrowing member is 
prepared for the year. On the income side his income from 
gross production of the lands offered as mortgage and from other 
lands owned by him are shown. Also if there is any other income 
from fishery, service or cart hiring, these are also taken into 
account. On the expenditure the following expenditures on 
different heads are taken into account: (a) Family expenses, 
Rs. 120 p.a. per adult; (b) family expenses, Rs. 50 p.a. per 
minor; (c) cultivation expenses, one-third of the gross income 
from the produces of his lands; (d) rents and taxes; (e) clothings, 
Rs. 20 p. a. per adult (f) educational expenditure, medical 
expenses, festival expenses Rs. 10 p. a. per member of the family 
on average; and (g) instalments of loans due to primary credit 
societies. Ifthe surplus of the income over expenditure exceeds 
the first annual ‘kist’ together with the interest, the repaying 
capacity is found to be satisfactory. Thus the loan is recom- 
mended.}8 


18 Main Source: The Annual Report of the Bank, 1962 
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AN APPRAISAL OF LAND MORTGAGE BANKING 
IN INDIA 


THE importance of finance for raising agricultural productivity 
is obvious. Over the last decade of planning in India, a great 
expansion has taken place in the financing of agriculturists by 
land mortgage banks. The follow-up surveys conducted by the 
Reserve Bank of India from time to time to assess the situation 
of credit availability in the rural economy of India indicate that 
in many of the districts covered in these surveys, land mortgage 
banks have come to occupy a position much more important 
than what was expected by the Rural Credit Survey Committee 
Report of 1951.1. In this chapter, therefore, an effort has been 
made to give a critical appraisal of the land mortgage banking in 
India on the basis of the data and literature gathered privately 
during the period of study, i.e. 1957-1960. 

An over-all picture of the progress of land mortgage banks in 
India is given in Table XI. 


TABLE XI 
PROGRESS OF CENTRAL LAND MORTGAGE BANKS 
(Rs. in lakhs) 


Particulars 1957-58 1958-59 1959-60 
Membership 

Primary land banks 306 308 Ba9 

Co-operative banks 233 eae 224. 

Individuals 1,50,944 1,84,772 215,937 

Owned funds 297°42 372°99 450°95 
Paid-up capital 225°84 290°85 349°47 
Reserve 71°58 82°14 101°48 
Borrowings 2,252°48 2,710°37 3,241°26 
Debentures 2,047°85 2 ,446°30 2.706'85 
Other borrowings 204°63 264°07 534-41 
Working capital 2,549°90 3,083°36 3,692°21 
Loans issued 467°65 600°93 851°70 
Loans recovered 182°20 238°86 246°35 
Loans outstanding 15692°23 2,263°68 2,849°51 
Overdues 90°03 7399 104-54 
Profit 12°49 24°55 37:93 


pa es 
1 Reserve Bank of India, Rural Credit Follow-up Surveys, 1958-59, p. 20 
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GENERAL FEATURES 


The paid-up share capital registered an increase of Rs. 123°64 
lakhs during the period. With the expanded loan programmes, 
the borrowings of the banks had to be larger than before and they 
increased from Rs. 2,252 lakhs to Rs. 3,241 lakhs during the period 
under study. Fresh debentures of the value of Rs. 801 lakhs 
were floated by these banks during this period. The total value 
of debentures outstanding as on June 30, 1960 amounted to 
Rs. 2,707 lakhs as against Rs. 2,048 lakhs as on June 30, 1958. 
The membership of these banks also showed an increasing ten- 
dency, both of the primary land mortgage banks as well as of 
individuals. Similarly owned funds also revealed a_ rising 
tendency. Assistance in the form of contribution to share capital 
of the apex land mortgage banks was given by the Government 
in almost all the States. Thus as on June 30, 1960 out of the 
total paid-up share capital of Rs. 349 lakhs, Rs. 178 lakhs, i.e. a 
little more than half represented the contribution of the State 
Governments. The reserves of all kinds also increased by Rs. 30 
lakhs during the period. State assistance to the primary land 
mortgage banks generally took the form of staff subsidy, supply of 
funds at a concessional rate of interest, subsidy for facilitating 
lending at lower rates of interest, exemption from registration fee, 
stamp duty, efc. ‘The area of operation of a central bank generally 
extended over a State and that of a primary land mortgage bank 
over a tahsil in a district. These banks are generally co-operative 
banks with limited liability. In relation to the agricultural 
population, the working capital of primary banks showed a 
marked variation and similar is the position of the borrowed 
funds per cultivating families in different districts. The general 
features of the average apex land mortgage bank and primary 
land mortgage bank may be summed up in Table XII. 

It is obvious from ‘Table XII that in absolute terms these banks 
have shown a tendency of growth. However, the growth is not 
uniform in all States. Gujarat, Maharashtra, Andhra Pradesh, 
Madras, and Mysore have shown marked improvement in the 
decade of planning while the rest of the States have yet to mark 
out a place for land mortgage banking for rural financing as 
effectively as one would expects Such uneven development is in 
fact due to some basic factors which have been at work in bring- 
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TasBLe XII 
AN AVERAGE CENTRAL AND PRIMARY LAND 
MORTGAGE BANK 
(Rs. in lakhs) 


a SSS SS 


Central Bank Primary Bank 
Particulars i 
1958 1960 1958 1960 
Membership 10,063 11,996 * 1,084 1,349 
Working Capital 172°53 180-08 4°85 — 
Owned Funds 15°07 25°05 “30 ‘70 
Deposits 17°80 — 4°03 — 
Advances 30°80 47°87 | 72 132 
Outstanding 15213 158°30 3°70 ay, 


ing about a relatively more pronounced development in certain 
States and keeping others behind. Moreover on enquiry it has 
been revealed that the relatively high level of development in 
some States is due to the enthusiasm and ability of the non-officials 
in those States and the slow growth in other is due to the legis- 
lative restrictions and uncertainty as to the future policy of State 
Government in the matter of land reforms, inadequacy of properly 
trained and qualified staff and the precarious nature of business. 


ASSESSMENT 


The various factors which have influenced the working of these 
banks in different States are briefly examined here. A land 
mortgage bank would be able to operate more effectively if its 
setting up was preceded by a careful enquiry into the types of 
agricultural improvements needed and the likely demand for 
long-term credit for carrying them out in its area of operation. 
The absence of such enquiry and planning before registration of 
the land mortgage banks affected practically all the States under 
study, but much of it has been compensated by later planning in 
some of the States which obviously have benefited from the same. 
The absence of pre-planning while organising these banks also 
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resulted in unwieldy areas of operation to most of the banks as 
well as inadequate staff and funds. This in turn, rendered it 
difficult for the banks to have direct contact with the farmer or 
to give due publicity to their working in a good number of 
villages in their jurisdiction. This is evident from the fact that 
some of the primary banks were covering more than 1,000 villages 
with a population of 10 lakhs whereas others were having juris- 
diction in less than 500 villages with a population less than 5 
lakhs.2. This called for effective steps to rationalise the size and 
area of operation of the primary banks, 

These banks obtain their finance by way of share capital entrance 
fee, reserves and borrowings. The owned funds, namely the 
share capital and reserve funds may be considered as foundation 
for raising the resources as the maximum borrowing is limited 
to a multiple of owned funds. While this is usually prescribed 
by the Co-operative Acts in each State, some of the States have 
provided some laxity in this respect to the apex land mortgage 
banks. For example in Bombay a mortgage bank is allowed to 
borrow funds up to 20 times its owned funds. It can, however, 
raise. additional funds for financing the borrowings of adjusted 
debtors against awards passed in its favour under the Bombay 
Agricultural Debtors Relief Act. The percentage of owned 
capital to working capital has revealed an increasing tendency, 
i.e. from 11°6 per cent to 13.99 per cent during the period of 
study, t.e. 1957 to 1960. Despite this increase in ratio it is evident 
from the above percentage figures that owned funds still do not 
contribute even one-sixth part of the working capital. Thus, 
borrowings in the form of debentures are the most important 
source of finance for these banks. These debentures may be in 
the form of bearer bonds, promissory notes or registered stock. 
However, in India almost all the banks were issuing debentures 
in the form of registered bonds. These are issued mostly for a 
period of 20 years. Very recently a system of issuing a special 
type of debentures known as ‘Rural Debentures’ came into vogue 
in some of the States in India, e.g. Saurashtra, Andhra and Orissa. 
The experience of these banks in this regard were reviewed by 
the Standing Advisory Committee on Agricultural Credit at its 

2 In Ahmedabad some of the primary banks had their. jurisdiction extended to 


1116 villages with a population of 10'3-lakhs, whereas Cuddapah primary bank 
covered only 129 villages with a population of 4°5 lakhs only. 
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ninth meeting held in July 1958. It was noted that the scheme 
had achieved a limited measure of success in one or two States 
while in other States it had faced various practical dlfficulties. 
The Committee, therefore, recommended that the Reserve Bank 
of India might convene a meeting of the representatives of 
these banks to deliberate over the problem. The Reserve Bank 
accordingly convened a meeting in August 1958. On the basis 
of the recommendations made at this meeting the scheme of rural 
debentures was modified in September 1958 on the following 
lines: (1) The apex banks might ordinarily issue loans for periods 
extending upto 15 years for which they might issue a series of 
rural debentures divided into two parts. One part for 7/15th of 
the total might be for 7 years and be made available to the public 
and the other part may be for 15 years and be offered to the 
Reserve Bank. Within the framework of this formula, z.e. with 
the ratio of 8: 7 as the outside limit so far as the Reserve Bank’s 
proportion of the contribution is concerned, any apex bank might 
suggest a different scheme which would suit its own requirements ; 
(2) the apex banks would consult the Reserve Bank about the 
terms and conditions of issue of such debentures before these are 
actually floated; (3) the apex banks might themselves decide upon 
the most appropriate time for floating the rural debentures but in 
any case, the series should not be on tap for more than four 
months commencing not before January | and ending later than 
June 30 every year; (4) such debentures should be open for 
subscription only to individuals. Subscriptions should not be 
accepted from institutional investors as co-operatives and commer- 
cial banks, village panchayats and Life Insurance Corporation. 
The Reserve Bank also agreed to accept interest at the rate of 
4 per cent uniformly on the part of the series of rural debentures 
allotted to it so as to enable the apex banks to offer a better rate 
on the part offered to the public to stimulate response from the 
rural investors. During the period under study 5 central land 
mortgage banks floated rural debentures as per details given in 
Table XIII. 

The resources of land banks are invested largely in the form of 
loans and advances to their members. ‘The primary object of the 
land mortgage banks is to advance loans to farmers for redemp- 
tion of old debts and for improving methods of cultivation and 
development of land productivity. However, the historical role 
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Taste XIII 


RURAL DEBENTURES FLOATED BY CENTRAL LAND 
MORTGAGE BANKS (1958-60) 


(Rs, in lakhs) 
EL  ————————————— 
Contributed by Contributed by the 
public Reserve Bank 
Name Year Amount 
Amount Rate of | Amount Rate of 
Interest interest 
Andhra 1959 35°00 16.50 5 18°50 4 
1960 20°72 10.22 5 10°50 + 
Madras 1959 20°00 9°50 5 10°50 4 
1960 30°75 14°35 5 16°40 + 
Mysore 1959 5°00 0°29 4} 0°33 4 
Orissa 1960 5°00 2335 5 2°67 4 
Saurashtra 1959 30°00 11°78 44 13°37 4 
1960 15°00 7°00 4} 8-00 4 


of the land mortgage banks in this country has been to provide 
long-term loans almost exclusively for redemption of old debts. 
Recently the situation has improved in some of the progressive 
States like Madras and Andhra Pradesh. Table XIV sums up 


the situation. 


TasBLE XIV 
NATURE OF LOANS : PURPOSE-WISE 


(Percentage of total loans) 
nso 


Purpose Bombay Madras Andhra Madhya 
Pradesh 
For prior debts 39°94 67°57 11°83 88°90 
For land improvement 37°17 30°36 81°75 5°47 
Purchase of land 17°19 1°87 6°42 5°63 
For houses 53°70 — = soe 


ee 


“ 
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From Table XIV it is evident that Bombay and Andhra Pradesh 
have shown a progressive tendency in providing loans for land 
improvement as compared with other States. However, it would 
be interesting to note that the overall picture of all the States 
when compared with the preceding years reveals an increasing 


realisation to grant loans for land improvement. Table XV 
sums up the position. 


TABLE XV 


LOANS ADVANCE BY LAND MORTGAGE BANKS: 
PURPOSE-WISE 


(Rs. in lakhs) 


Purpose 1959 1960 
Debt Redemption 169°29 185°39 
Purchase of Land 10°62 11°04 
Purchase of Tenancy 0°50 0°42 
Land Improvement 272-34, 372°30 
Purchase of Machinery 99°96 227°69 
Other Purposes 48°19 54°86 


There is therefore a rising tendency in advancing loans for pro- 
ductive purposes, their proportion to total loans has gone up from 60 
per cent in 1958 to 64 per cent in 1959 and to 70 per cent in 1960, 

Another interesting feature is that the ratio of loans advanced 
to working capital of the banks have shown an increasing tendency 
as is revealed from Table XVI. 


TABLE XVI 
WORKING CAPITAL AS SOURCE OF LOANS 
(In Percentage) 
Year Loan ratio 
1957-58 19 
1958-59 19 


1959-60 23 
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Thus the loans advanced form an increasing proportion of the 
working capital in the later years. If this level is maintained 
during the Third Plan period, the working capital should be 
increased to Rs. 4,292 crores to meet the Plan demand of long- 
term loans of Rs. 150 crores. In other words, a provision for 
Rs. 600 crores should be created for meeting this demand. 

However the proportion of outstanding loans to the working 
capital continued to increase after a small fall in the year 1959. 
This is evident from Table XVII. 


Taste XVII 


PERCENTAGE OF LOANS OUTSTANDING TO WORKING 
CAPITAL OF CENTRAL LAND MORTGAGE BANKS 


Year Percentage of loans 
outstanding 

1958 74 

1959 73 

1960 79 


This is however, not a very healthy feature as it would mean 
locking up of working capital and would increase the borrowing 
fund requirements of the banks. 

Further it is distressing to note that the ratio of repayments to 
the total amount of loans outstanding at the end of previous 
years plus current year’s advance do not approach a normal. 
Table XIX brings out the salient features. 


TaBLE XIX 
PERCENTAGE RATIO OF REPAYMENTS OF LOANS TO THE 
TOTAL LOANS OUTSTANDING 


Year Percentage 
1958 SP) 
1959 10°5 


1960 ’ 8-6 


SS SS SSS 
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However, one redeeming feature in this is that the percentage of 
overdues to loans outstanding has shown a decreasing tendency. 
This is evident from Table XX. 


TABLE XX 
PERCENTAGE RATIO OF OVERDUES TO LOANS 
OUTSTANDING 
Year Percentage 
as 
1958 4°7 
1959 46 
1960 3°6 


Thus viewing the percentage ratio of repayment and the percentage 
ratio of overdues together, it may be said that the trend is 
encouraging as the latter has fallen comparatively to a larger 
extent than the former ratio. 

One important factor that is hindering the development of land 
mortgage banks was that the cultivators were often dissatisfied 
with the loan policy or procedure of the banks on one account or 
another. A major factor which caused dissatisfaction among the 
members was the long delay in getting the loan sanctioned and 
the numerous formalities involved in the loan operations which 
not only caused hardships but also involved additional expenses 
and sometimes corruption. However, some of the land mortgage 
banks in progressive States like Gujarat, Bombay and Madras 
have speeded up the disbursement of loans especially under the 
‘well finance’ scheme. Despite this speeding up, loans are disbursed 
only after 3 months. In normal cases loan applications are 
disposed within 3 to 6 months. It is true that the long duration 
of the advances in the case of land mortgage banks necessarily 
involves a close examination of the title of the borrower to the 
property which he offers as security. Even so, the fact remains 
that loan procedure became unduly time-consuming because of 
such factors as complicated land tenure system, and uncertainty 
so caused creates irritation among the borrowers. 

The borrower’s dissatisfaction over the loan procedure was 
often intensified by a low valuation of their lands, which made 
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the loan amounts correspondingly smaller. This partly explains 
that in most of the land mortgage banks sanctioned loans varied 
from Rs. 1,000 to 3,000. This, in fact, had led the Conference of 
Assistant Registrars in May 1958 to urge the need for liberalizing 
the valuation of lands, as the prevalent system was unreasonably 
conservative and consequently unfair to borrowers. In most of 
the States land mortgage banks have erred considerably on the 
lower side in the valuation of land, as full account was not taken 
of the rise in land prices in recent years as well as the rise expected 
in coming years due to the increasing productivity while estimat- 
ing the average price of land. In such a progressive State like 
Gujarat the base period for estimating the average price of land 
for loans other than well construction and development purposes, 
was confined to 6 years 1928, 1929, 1935, 1936, 1941 and 1942 or 
to 12 years from 1934-45. The inclusion of years of the depression 
period has led to the underestimation of land value. 

There is also some dissatisfaction among the borrowers on the 
existing high rate of interest charged from them. ‘The rate of 
interest charged by the primary banks ranges from 5} per cent to 
10 per cent. Wherever a low rate of interest was charged, e.g. 
the 4 per cent charged on ‘well loans’ in Gujarat State, it was 
made possible almost solely by the Government subsidy under the 
‘well finance’ scheme to the extent of the difference between the 
lending rate charged to the ultimate borrower and the economic 
lending rate of the land mortgage bank which amounted to 1} 
per cent during the period of study. It may be noted in this 
connection that the Co-operative Conference at Hyderabad in 
November 1955 suggested a rate of 5 per cent for long-term loans 
through land mortgage banks to the ultimate borrowers. However, 
it is rightly hoped that with the increase in business due to the 
disbursement of ‘taccavi’ loans through the land mortgage banks 
it would be possible to reduce the rate to the desired level. 

The main source of income of these banks is the difference 
between the rate paid by them to the higher level banks and the 
one that they charge from the farmers. Hence all efforts to 
reduce the rate of interest charged from the ultimate borrowers 
have virtually reduced the earnings of these. banks. But it is 
hoped that in coming decades of plaaned progress it would be 
possible to increase the earning despite lower rate of interest by 
increasing the turnover. The increase in percentage of profit 
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speaks of the better future in coming years. The position during 
the period of our study may be summed in Table XXI. 


TasBLe XXI 


PROFIT EARNING OF CENTRAL LAND BANKS AS PERCENTAGE 
OF WORKING CAPITAL 


Year Amount in lakhs of Rs. Percentage of Working 
> capital 

1958 12°49 5 

1959 24°55 7 

1960 37°93 ie 


Despite the fact that almost all the banks are co-operative 
societies, the management structure is not uniform. In fact, 
management of the banks themselves showed some shortcomings 
owing to such reasons as (a) absence of elected representatives 
of the members on the managing committee of the land mortgage 
banking section in the case of central banks operating as agents 
of the apex land mortgage bank; (b) irregular meetings of these 
committees or boards; and (c) lack of interest in the working of 
the institutions on the part of the members of these bodies includ- 
ing the official nominees.* 

The problem of expanding the credit operations of land mortgage 
banks veers largely round the adequacy of funds. This is evident 
from the fact that in many States the defunct land mortgage 
banks were revived only when the ‘taccavi’ amounts under the 
‘well finance’ scheme were kept at the bank’s disposal. This also 
follows from the fact that more than nine-tenths of the working 
capital of almost all the banks consisted of borrowed funds. The 
small business turnover due to inadequacy of finance made it 
difficult for the banks to employ adequate staff for scrutiny of 
loan application and supervision over utilisation. ‘This emphasises 
the need for augmenting the working capital of the banks, prefer- 
ably by channelling through them some of the Plan money for 
development purposes along with the ‘taccavi’ loans. 


3 Reserve Bank of India, Rural Credit Follow-up Survey, 1958-59, p. 206 
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Further, as has been pointed out by the Rural Credit Survey 
Committee Report of 1951 as well as the Follow-up Surveys that 
the benefit of co-operative credit is being monopolised solely by 
the big farmers and for that reason there is a distinct falling off in 
the amount of credit taken per borrowing member along with the 
reduction in the size of holding. This is all the more marked in 
the case of long-term loans granted on the security of land.* 

As is obvious from the financial structure of the land mortgage 
banks, the recent expansion of land mortgage bank credit dis- 
bursement to the farmer was made possible by State grants, 
subsidies or borrowings. In fact, it may be not very far from truth 
to say that the formal structure of land mortgage banks is being 
utilised for distribution of official credit, coming from the Reserve 
Bank of India, and in nature js little different from the Govern- 
mental investment-cum-outlay in aid of private sector in the other 
branches of economy. 

The impact of land mortgage banks on agricultural development 
in rural areas may be studied on the basis of such specific deve- 
lopment which are the outcome of loans provided to the agricul- 
turists. In such development existing units of land receive 
improvements such as levelling and bunding to prevent soil 
erosion, fencing and deeper cultivation, and irrigation to achieve 
higher yield per acre. Even on existing holdings the ratio of dry 
farming to irrigated farming could be altered in favour of the 
latter by developing their irrigational potential. This alteration, 
though it results in addition to the already existing irrigated area 
and appears like linear development, is all the same a result of 
employment of technical skill, labour and finance in increasing 
measures over the unit itself and therefore, would mean _ intensive 
development. As agricultural development is the aggregate result 
of combined inputs of technological skill, labour, finance and 
managerial efficiency, such development on an unit could be 
assessed in terms of additions of assets and such other inputs at 
different point of time; and its correlation with the land mortgage 
bank finance could be established by taking into account the 
allocation of such finance during the given period. An interesting 
study of this nature undertaken in 3 villages of Jamnagar is given 
in Table XXII. 

4 Ibid., p. 196 


~ 
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TasLe XXII 


AGRICULTURAL DEVELOPMENT AT TWO POINTS OF TIME 
VILLAGE UNDER OBSERVATION: TARSAI 
(JAMNAGAR DISTRICT) 
a eee 


Particulars Position as on Position as on Remarks 
January 1, 1956 January 1, 1962 


Cultivated acreage 3,241 3,287 
Irrigated acreage 346 ‘572 
Total annual produce 38,892 64,820 Increase : 
B. Maunds B. Maunds 65 per cent 
Yield per acre 12 1997 do 
B. Maunds B. Maunds 
Extent of long-term co- nil Rs 1955150. 


operative finance 


Some major assets 


(a) Wells 65 99 
(6) Pumping Sets 36 
(c) Tractors —= 3 


Thus Table XXII illustrates an aspect of agricultural develop- 
ment as obtained in the Village Tarsai in Jamnagar District at 
two points of time, viz. on January 1, 1956 and January 1, 
1962 in terms of additions in total acreage as well as in irrigated 
areas, increase in agricultural produce and yield-percentage and 
increase in some assets of a capital nature with the introduction 
of co-operative land mortgage financing in this village. It will be 
seen that during the interval of 6 years, long-term finance 
ageregating to Rs. 1,95,150 has been availed of by the village 
and the resultant development is reflected in the addition of 46 
acres, 1.e. nearly 69 per cent increase, to the irrigated area; and 
increase in production yield per acre by about 65 per cent. The 
formation of capital assets on the land mostly rose and that too 
largely due to the increased financing by the land mortgage banks. 

However to understand the impact in greater intensity another 
study may be referred wherein agricultural development at two 
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adjacent villages has been observed on June 30, 1962. The result 
has been summed up in Table XXIII. 


Taste XXIII 


AGRICULTURAL DEVELOPMENT AT TWO ADJACENT VILLAGES 
AS OBSERVED ON JUNE 30, 1962 


Incidence Add. land Add. land 
of brought under brought under — Increase in 
Village long-term cultivation during irrigation during yield Remarks 
finance per —s past 5 years last 5 years per acre 
acre 
Rs. acres gunthas acres 
Kothavirdi, 6 15 ss 5 1s5 13% 
Jamnagar B. Maunds 
Bhojabedi, 26 95 246 1S 81% 
Jamnagar B. Maunds 


Table XXIII shows the stage of development of two adjacent 
villages at one point of time. The two villages have been selected 
from the point of view of the extent of flow of land mortgage 
financing for agricultural development. The first village is marked 
by the less flow of long-term funds and the second enjoys consider- 
able higher flow of long-term finance. The villages being adjacent 
to each other, conditions of land tenure, mode of cultivation and 
conflaguration of the land were more or less identical. The table 
therefore illustrates clearly the rise in the total additional acreage 
to the cultivable and irrigated land and the higher yield per acre, 
to the increased flow of land mortgage finance availed by the 
second village. 

Similarly a study has been made of one individual at two points 
of time. In Table XXIV the picture has been summed up : 
‘Table XXIV reveals an increase of 61 per cent in cultivable area, 
75 per cent in irrigated area and 50 per cent in the yield per 
acre with the aid of digging of 3 more wells and _ installation of 
2 more pumping sets as a result of availing of long-term finance 
granted by the land mortgage bank to the tune of Rs. 16,500. 
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Taste XXIV 


AGRICULTURAL DEVELOPMENT IN AN INDIVIDUAL CASE 
AT TWO POINTS OF TIME 
(Names of the cultivator: Manji Bechar of Village Tarsai, District Jamnagar) 


SE EN ESE CS SPE 7 SEGRE RP SES 


Particulars Position as on Position as on Remarks 
January 1, 1956  Fanuary 1, 1962 


Extent of Jong-term 


land mortgage finance nil Rs. 16,500 — 
Total cultivable area 59 acres 96 acres 61% 
Irrigated area +f 31 acres 75% 
Yearly production 895 B. Mads. 2,185 B. Mds. 144% 
Yield per acre 14°5 B. Mds. 23 B. Mds. 50% 


A study of two individuals at one point of time in relation to 
the extent of long-term finance granted by land mortgage banks 
availed of by the persons concerned, have also been made. Table 
XXV brings out the picture: 


TaBLE XXV 
AGRICULTURAL DEVELOPMENT IN TWO INDIVIDUAL CASES 
AS OBSERVED ON JUNE 30, 1962 
(Village Tarsai, Jamnagar District 
Name of the cultivators: K. B. Patel, Managi Bachar) 


Particulars Patel Bachar Remarks 


Extent of long-term 
finance nil Rs. 16,500 For 3 wells and 
2 pumping scts 


Yield per acre 8 B. Mds. 23 B. Mds. — 


Table XXV shows by contrast the effect on capital formation 
and the yield per acre in two cases where long-term land mortgage 
finance was not availed of and where a fairly large quantum of 
such finance was received. 
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Another study of similar nature has been done in Jamodhpur 
(Jamnagar District) in relation to the extent and growth of 
long-term finance granted by the land mortgage bank at two 
stages: 1957 and 1962. The result of the study is summed up in 
the Table XXVI. 


TaBLE XXVI 
AGRICULTURAL DEVELOPMENT IN JAMODHPUR 


Particulars Position as on Position as on Increase Remarks 


Fune 30,1957 June 30, 1962 


Extent of long-term finance 
granted by land mortgage 
banks Rs. 125335250 ~ Rs. 94,093042" Rs.42535,692 


Assets of capital nature 


(a) Cultivated acreage 1,36,842 1,42,089 5,247 36% 
(6) Irrigated acreage 3,974 11,430 7,456 
(c) Wells 249 2,738 589 
(d) Pumping sets 117 857 740 
(e) Tractors 8 37 29 
Yield per acre 9°6 B. Mads. 13:3'BoMds.. 937) BuMds2ea138 9% 


Table XXVI brings out the growth of long-term finance of land 
mortgage bank in one taluka over a period of time and the corres- 
ponding rise in the capital formation on land and yield per acre.® 

It is evident from the above study of the various stages in 
agricultural development in cases of individuals, villages and a 
taluka and that of the extent of long-term finance granted by 
land mortgage banks availed of at these levels, that the land 
mortgage banks’ financing of this nature has made a definite 
contribution to the capital formation on land and consequently 
helped in raising its productivity. 

® Udaibansinhji : “Requisite of Finance for the Working and Development of 
Central Co-operative Land Mortgage Banks and their significance in the context 


of emergency conditions in the Country’. p. 13. All the above study of Jamnagar 
district is based on the field data of the above study of Udaibhansinhji 
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However, the working of the land mortgage banks on an _ aver- 
age reveals that the institution is still in a transitional stage. This 
is all the more true in those States where there is no separate apex 
land mortgage bank as the work of the same is being undertaken 
by the central co-operative banks. In such places it has been 
found that the agent bank often appeared to consider long-term 
financing rather as a burden imposed on it than as an extension 
of the credit operations in an important direction. At the same 
time the progress of most of these banks appeared to be hindered 
by the absence of proper training and planning for them on one 
hand and by inadequacy of funds on the other. F inally, the 
credit operations of the banks indicated the need of integrating 
their loan policy with the schemes for appropriate land improve- 
ments in the area, as was done in Gujarat and Bombay, so as to 
enable the long-term credit agencies to fulfil the role assigned to 
them in the Plan for increased agricultural production. While 
both agricultural credit in general and land mortgage bank credit 
in particular are admittedly inadequate, for getting the best 
results in terms of productivity, such credit plans have to be 
closely related to and based upon production plans of the country. 
The Package Programme and the earlier Full Finance Programme 
or the Paddy Pilot Scheme of Bombay have presumably had this 
aim. The emerging pattern of agricultural development, moving 
more or less side by side with the increase in long-term land 
mortgage bank credit, calls for the need for still higher allocation 
and utilization of this type of finance on a much wider scale so 
as to solve the problem of lower productivity in agricultural land 


in India. 


CHAPTER IX 


AN APPRAISAL OF FOREIGN LAND MORTGAGE 
BANKS 


In the 19th century Europe small and medium cultivators were the 
rule. The farmer owned the land and tilled the soil but bulk of 
them were in debt and that too heavily. There was little or no 
waste land, so that all lands had to be either bought or inherited ; 
the purchase price, owing to severe competition and love for land 
was extremely high. And the returns were only a small percent- 
age of the most diligent labour. Hence the land itself was a very 
costly article and absorbed in its mere acquisition often far more 
than the peasant’s available capital, which is supplemented, there- 
fore, by heavy mortgages at high interest. Again, owing to the 
pressure of population, intensive cultivation with its extensive 
implementation, created a heavy demand of capital and conse- 
quent mortgage debt.? 

To ease this situation land mortgage banks were developed so 
that institutionalised mortgaged credit might free the farmers 
from the oppression and highly costly mortgage finance of the 
private individuals, The modus operandi of these banks are as 
follows: the land owner presents his demand for a loan, his title 
deeds are inspected, his property valued, a loan, repayment by 
annuity, and a mortgage deed executed and registered; the bank 
then issues its debentures, either handing them to the borrower 
for sale, or selling them itself and paying these proceeds to the 
borrower. 

These banks ushered a new era of all round economic develop- 
ment in their respective countries. It is, therefore, of some 
interest to study these banks in detail for deriving some lessons 
for the Indian model. The banks in Denmark, Norway, Sweden, 
Belgium, Germany and United States have been examined for 
this purpose. 

1 Nicholson, Report on the Introduction of Land and Agricultural Banks into 
Madras Presidency, Vol. I, p. 59 . 

o4 


FOREIGN MORTGAGE BANKS 95 


NATURE OF ORGANISATION AND THEIR OBJECTS 


Denmark 


There are 14 credit associations and 9 mortgage institutions 
besides the Royal Danish Mortgage Bank. It developed out of 
the original idea of Buring, the Berlin merchant.2- The mortgage 
associations are not very closely controlled though supervised by 
the State, and their foundation was regulated by a general law 
up to 1861 from which date a special law is required for each 
new association. The associations grant loans usually for the 
purchase or development of property. There are two types of 
Credit Associations one is called Kreditforeninger which grant 
loans secured by first mortgages and the second called as Hypotek- 
foreninger which grant loans secured by second mortgage. The 
management is democratic throughout, general meetings being 
held where the members elect the administrative units which are 
called the Board of Representatives. 


Norway 

The Norwegian Credit Association for Land and Forestry, 
founded in 1915, works under a special law of 1907 which renders 
its bonds a trustee security. ‘The constitution of these associations 
resembles those of a Danish Credit Association, except in regard 
to the extent of liability of each series, but this association has 
six provincial branches and hopes to extend over the whole country. 
The Norwegian farmer being poor and possessing less advanced 
methods of production than the Danes, always prefers to pay off 
mortgages. 


Sweden 

The General Mortgage Bank is a federation of ten mortgage 
banks bearing the name of Hypotek-Forening, each operating in 
one or more of the provinces. It also issues bonds. Prior to its 
inception the Bank of Sweden was taking mortgagees varying 
from 50 to 75 per cent of the value of the property on a system 
of annual amortisation. At a time when the rate of interest fell 
from 8 to 4 per cent, there was a rush for the advances beyond 
the resources of the Bank. The various mortgage associations 
were started by landowners between 1836 and 1853 each giving 


2 Th. Thorteinsson, Mortgaging of Real Estate in Denmark, p. 5 
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amortizable loans on first mortgage, issuing their own bonds on 
the German system. As the competition of various institutions 
proved detrimental to their common interest, the General Mort- 
gage Bank was started in 1851 as their sole representative. Though 
controlled by the state, the institution is co-operative in its 
constitution and methods. The associates are liable, without 
limit for the debts of the Bank, in proportion to the amounts 
borrowed by them. The ten constituent associations are free to 
lend anybody they deem fit. The institutions do not overlap, 
the borrower receives cash, and official intervention is less. The 
demand for mortgage credit is less keen in Sweden as there is a 
ready local market. 


Belgium 

The Central Bank of Louvania founded in 1897 is a co-operative 
institution having primary unlimited liability societies affiliated 
to it and transacting all its loan business through the primaries. 
The central bank held long-term deposits and mortgage borrow- 
ings as their source of finance. Sixty per cent of the loans 
through the societies and 50 per cent of the direct loans were for 
the purpose of buying land or houses; 14 per cent and 20 per 
cent respectively to clear old debts; and 3 per cent and 5 per cent 
to pay off the sums due to co-sharers in a property undergoing 
partition. The co-operative control in these institutions is so 
complete as to prove useful to all co-operators. 


Germany 

Mortgage Banking in Germany owes its origin to the Seven 
Years’ War of 1756-63 which raised Prussia politically as a great 
power but udermined her economy by exhausting her economic 
resources. ‘The first impact of this was on land values which in 
turn aggravated the problem of indebtedness. Frederick the 
Great issued on August 29, 1769 his famous Cabinet Ordinance 
laying down the basis of Landschaften which has now become 
the model of mortgage banking all over the world. Thus the 
famous Landschaften came into existence. These have been 
founded by uniting the land owners and as a result of recognition 
by the state asa corporation of public rights, they have been 
provided with legal authority. They grant mainly agricultural 


* Th. Thortsteinsson, Mortgage of Real Estate in‘Denmark, p. 39 
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credits upon landed property to agricultural land-owners, that is 
to say, loans, secured by mortgages or mortgages on land. In 
this capacity they are limited to their local province in which 
they carry on business. Besides agricultural intallations, they also 
grant long-term loans to municipalities and municipal combines, 
as well as the water and land combines. The loans are generally 
for economic road construction and for water economy measures 
of the communities and local administrative unions. 


United States of America 


The Federal Farm Credit is the result of several Acts passed by 
the Congress of the United States. The first of these was passed 
in 1916, which created the Farm Loan System to provide mort- 
gage credit to farmers. It was however, left to the Farm Credit 
Act of 1933 to provide for the co-operative associations for farm 
credit. Thus the Federal Farm Loan System emerged as a result 
of specific developments that were in full swing at the turn of the 
century. ‘The ratio of mortgaged farms to all farms was increas- 
ing rapidly. 

It is therefore, evident from the above study that a bank ope- 
rating over a vast area cannot work co-operatively as in Denmark 
where the ryots are educated to select the best representatives. 
A bank over a small area may evoke the interest of the ryots but 
may not command an efficient directorate and sufficient capital. 
A bank controlled by co-operative societies is out of question as 
the latter cannot invest any money nor feel a large sense of 
responsibility in running the bank in a big way which is the 
need of developing countries. But in co-operation lies the hope 
of democracy in these countries. It is therefore necessary to 
visualise an institution wherein the individual element will be 
maintained to a greater extent. A central organisation would be 
more feasible for floating debentures and for that reason the 
question of apportioning the assets of the central bank should first 
be settled. 


SourcEs oF FUNDS 


Denmark 
The funds are derived from debentures issued to the public. 
There are no deposits or shares as these are not suitable to the 
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conditions in Denmark. The debentures sell freely and offer 
sound security to non-speculative investors. The bonds are 
issued in series, the minimum limit for each series being fixed by 
law. These bonds are, as usual, trustee securities and exempt 
from stamp duties. They may not exceed eight times the guaran- 
teed capital unless the latter is, with the sanction of Government, 
increased by transfer from reserve fund. They are issued in the 
open market from time to time or may be given in return fora 
large loan taken up through a bank in Denmark or abroad and 
are repaid by re-purchase in the market by a drawing of lots or 
by calling in the repayment in the latter two cases being at par. 


Norway 

In Norway also bonds are the main source of funds. However, 
the bonds have not yet established themselves fully on the market 
and are largely taken up by banks as security for short-term loans 
and as investments by banks, savings banks and insurance socie- 
ties. It may thus be observed that the funds of the association 
are raised as in Denmark and the bank borrows from abroad 
when an opportunity occurs, besides being financed by the State. 
There are no deposits. The intermittent working of the bank 
restricts its utility and the bank’s plan of finance by large bond 
emission has made it not quite popular. 


Sweden 


In this case also the funds are raised mainly through bonds. 
Bonds were issued from 1920 at 6 per cent. In addition to private 
persons, the savings banks, insurance societies and provident funds 
buy up large quantities of the Bank’s paper which are considered 
as gilt-edged security since they are required to hold a percentage 
of their funds in such a form. The monoply of bond issues in 
the hands of the general mortgage bank has prevented competition 
and has proved advantageous. 


Belgium 

In the Central Bank of Louvain funds are raised mainly by 
deposits for 5 or 10 years against which bonds are issued to depo- 
sitors by name, though no objection is raised by the bank toa 
transfer, of which intimation is given. The depositor may, in 
specified cases, withdraw his money before the expiry of the term, 
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sacrificing a part of interest. Bonds are also issued to a small 
extent against mortgages. 


Germany 

The funds for granting loans are procured by the Landschaften 
by issuing mortgage bonds as well as raising long-term loans 
from central credit institutions (Agricultural Annuity Office) or 
and (Credit Institute of Reconstruction and German Deposit 
Central Office) and from ‘Bund’ and ‘Lander’. Registered 
mortgages on land, granted from loans for the ‘Landschaften’, 
serve for the protection of the mortgage bonds. The interest of 
the mortgage bonds corresponds to the general rate of interest on 
mortgage bonds which is at present 5 to 53 per cent. 


United States 


In the U. S. A. each district bank had originally a capital of 
$ 75,000 which was subscribed by the Secretary of the Treasury 
from funds, used for making loans. Loans are obtained through the 
sale of farm loan bonds to the investing public. These bonds are 
of two types: (a) individual bonds issued by each bank; and (6) 
consolidated bonds issued jointly by all banks. The banks of the 
system are responsible jointly for the bonds issued by the indi- 
vidual banks. Federal Land Bank Bonds are secured by the 
farm mortgages endorsed to the banks by the National Farm 
Loan Association. These mortgages are turned over to a bond 
trustee who holds them as security for the purchasers of the bonds. 
The bonds are not specifically backed by the Government of the 
United States. ‘To assist in the sale of bonds during depression, 
the Federal Farm Mortgage Corporation was established by an 
Act of the Congress in 1934. ‘This corporation buys Federal 
Farm Loan Bonds and sells Federal Farm Mortgage Bonds which 
are guaranteed as to interest and principal. 

It is evident from the above analysis that the main source of 
funds for land mortgage banks is debenture bonds. In fact, if 
mortgage credit both for redemption and improvement were to 
be commensurate with the need of the country, the main source 
of funds can only be the debentures. However, the debentures 
should, if they are to be advantageous, be issued by a central 
institution instead of local institutions. This central institution 
would sell the bonds and allot the money to the several banks 
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all over the country. The rate of interest in such a joint issue 
will also be lower as compared to local issues by local banks. 
These debentures may be redeemed either by annual drawing of 
lots or by the formation of sinking funds. In either case the 
banks were allowed to purchase at a discount any of the series 
of debentures which may be available in the market. Besides 
debentures, in some of the countries practice of taking long-term 
deposits were also seen. But this can be a subsidiary source of 
finance for an institution, and nowhere it is the main source, 
catering long-term loans for obvious reasons. 


Economic PosITIoN oF BORROWER 


Denmark 

The Danish farmer is a more enlightened and _ industrious 
individual than most of the other countries under study. He is 
in possession of small farms, cultivates them intensively and 
insures the crops against damage from storms and hails. The 
Credit Associations do not control and supervise the credit issued. 
The properties are valued by paid assessors chosen by the repre- 
sentatives of the various circles of borrowers and movables and 
crops are included in the estimate. The valuer receives a daily 
allowance and a percentage on the value of assessed from the 
borrower. The credit associations are co-operative in form but 
the working is at best semi-co-operative. ‘The members are 
spread over a large area and the management do not interest 
themselves in the use of re-payment of loans. Competition has 
made the position worse as the association overlap in territory 


and function. 


Sweden 


In Sweden credit associations are management conscious and 
vie with each other for stability and efficiency. Swedes are 
selfish but efficient in management and as such they enjoy the 
benefit of lower interest rate in long-term borrowing. These 
associations are maintaining ..sound reserve funds and other 
administrative funds. Here the scrutiny of loan is done by the 
association staff and not by paid assessors. 


FOREIGN MORTGAGE BANKS 101 
Belgium 
In Belgium strict discipline is exercised on members of the credit 
societies. A member applying for loan must send a statement 
of his position, his title to the property and the use to which he 
will apply the money. ‘This statement is checked and signed by 
the members of the managing and supervising committees and 
forwarded to the central bank with a valuation of property. 


Germany 

In Germany, each borrower is required at the time of 
granting loan to become a member of the ‘Landschaft’. These 
borrowers are thrifty and management conscious. Being educated 
they are comparatively well organised and administered. Germans 
are also hard working and as such their desire to improve is 
strong and effective. Normally their financial position is not as 
bad as that of the farmers of Asian countries. These credit 
institutions based on real estate are largely providing cheaper 
loans for improving the fields ravaged by the war. 


United States 

In the United States farmers are enterprising and as such the 
demand for mortgage debt is ever rising. Average mortgage 
debt per farm rose from $ 2,786 in 1940 to $3,709 in 1950. As 
a rule short-time contracts are made and the annual interest 
burden is considerably less because of lower interest rates. The 
economic position of the farmers is on an average sound and 
most of the farmers are educated. 

Thus land credit may prove beneficial to the farmers only 
when thrift habit is developed. Secondly, loans on land security 
may be good in advanced countries where the farmer is educated 
to make the best use of the land. In underdeveloped countries 
farmers are subjected to the vagaries of seasons and as such the 
farm credit will have to be distributed on the basis of net agricul- 
tural income. The scrutiny of loan utilization is done by: the 
banks in most of the Countries. 


STATE CONTROL AND AID 


Denmark 
The mortgage associations in Denmark enjoy remission of stamp 
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dues on the documents of the associations and the bonds of the 
associations are trustee securities and are empowered to proceed 
against defaulters without reference to courts. All these privil- 
eges are granted by the state. Besides these, one of the two 
auditors is nominated by the state and the Government may 
order an enquiry into the affairs of the association at its own 
cost. 


Norway 

The Norwegian Royal Mortgage Bank is entirely controlled by 
the state and assumes full power vested in it. As such the 
question of aid and supervision does not arise in this case. 


Sweden 

The state has guaranteed a capital of 30 million K,;., and it 
appoints the president and the vice-president and one of the five 
auditors. The working rules of the bank are also approved by 
the State. 


Belgium 

The Mortgage Bank of Belgium and the Central Bank of 
Louvain do not enjoy any special privilege excepting those 
commonly allowed to all co-operatives in all countries. 


Germany 

Landshaften of Germany are the outcome of state initiation 
and patronage. Its bonds are trustee securities. ‘These banks 
cannot issue land bonds intended for quotation on the market 
without the intervention of the State. However, the State has 
very little control on the working of these banks and the manage- 
ments of these banks are vested in elected members from the 
borrowers. 


United States 

Under the Agricultural Marketing Act of 1929, the United 
States government is subscribing to the capital stock of the Farm 
Credit Administration and Co-operative Associations. 

Thus mortgage banks almost everywhere are getting state aid 
and to some places even control is being exercised by the govern- 
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ment of the country. However, the degree of such control and 
aid is not uniform and mostly dependent on the environment and 
need of the country concerned. 


Loans, INSTALMENTS AND INTEREST 


Denmark 

In mortgage associations in Denmark loans are issued not in 
cash but in bonds which cannot be exchanged by the borrower 
for the bonds of the Central Land Mortgage Bank as in the case 
of the German Central Landschaft. The association however, 
will assist him by selling the bonds on his behalf, which is an 
advantageous arrangement to the Danish farmer. Loans without 
amortisation may be granted upto not more than one-third of 
the value of the property, either with or without a further amor- 
tisable sum, but such non-amortisable loans are owing to the 
evil effects of competition, unpopular. The limit of binding is 
60 to 66 per cent of the value on first mortgage, the Hypotek 
Associations deal with second mortgages up to 75 per cent. 
Instalments repaid are credited to the borrower’s account but 
since the annual redemption of an equivalent number of bands 
(which are repaid at par) drawn by lot is the general rule, a 
smaller balance of bonds than in Germany remains unpaid until 
the date of maturity. The term of loans is ordinarily 60 years 
and interest is charged usually at 4 per cent. 


Norway 

Loans are issued ordinarily in cash. Loans may be up to 60 
per cent of the valuation of the property but are in practice well 
below this figure. Loans must be at least for forty years. 


Sweden 

The General Mortgage Bank lends only to its client associations 
which in their turn lend to individuals. The mortgage deed 
given by the borrowers to the associations remain in the custody 
of the latter under a triple lock, and a representative of the bank 
who holds the key to one lock resides in the premises of the 
association. The bank distributes its money in cash to the 
primary institutions which in turn pay for bonds and advance 
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cash to the borrower. The associations send in a quarterly 
estimate of their requirements and the rate of issue to them is 
fixed, with discount, if necessary. They receive a lump sum and 
charge } per cent more on the borrowers. As the bank holds 
sufficient reserves, no charge is levied for reserve and administra- 
tion, and the primaries are reducing their charge to one-eighth to 
one-twentieth per cent. In case of need, the bank may levy a 
contribution on the associations for reserve while the latter in turn 
levy it on their members. The advance made to an applicant 
may amount to 50 per cent of the value of the property and in 
practice has been between 45 and 48 per cent of the valuation 
excluding buildings (rural) and forest and 34 per cent of the total 
valuation. The bank is entitled to recall and repay its bonds 
after 10 years, and an association may likewise repay a loan to 
the bank and a borrower to his association after the same period, 
the nominal term being from 60 to 75 years. 


Belgium 

The Central Bank of Louvain grants loans to members of 
primary credit societies through the societies and direct loans to 
non-members at a comparatively higher rate of interest. The 
mortgagor must sign an agreement undertaking to pay penal 
interest on arrears acknowledging the mortgagee’s right of 
summary execution of the agreement in case of default and 
permitting the entire and immediate recall of the loan, if the 
borrower dies, sells or otherwise alienates, allows the property to 
deteriorate, lets it for more than 6 years and or takes more than 
one year’s rent froma lessee. ‘The mortgagors title should be 
certified by a lawyer who has examined the public records and he 
(mortgagor) must insure his property against fire. The term of 
loans extends to 20 years. After 10 years, the bank or the society 
has the right of enhancing the rate of interest in case it is 
obliged to pay a higher rate of interest on deposits raised by it. 
The Bank makes loans to the members not exceeding two-thirds of 
the value of the property which are amortisable by instalments. 
The rate of interest charged to the local society is 51 per cent 
on loans up to 25,000 francs and 5$ per cent on larger sums. 
Loans to non-members are made at 53 to 6 per cent in the absence 
ofa local society and a higher interest’ is levied to cover the 
greater risk of a direct loan. 
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Germany 


According to the Hypothekenbankgesetz credit is granted for 
German land only and usually applies to first mortgage not 
exceeding 60 per cent of the building value. The value of the 
land at the time when the loan is given may not exceed the 
purchasing value established through careful investigations made 
by experts. In order to secure the exact value of the land the 
bank employs qualified estimators. There are several methods 
of estimating the value of the land.6 The rate of interest varies 
from 53 per cent to 6 per cent. 


United States 

Loans are made in amounts varying from 100 dollars to 1 lakh 
dollars, but those in excess of 25,000 dollars must be approved by 
the Land Bank Commissioner. Loans are made upto 65 per 
cent of the normal agricultural value of the farm. Requests for 
loans must be passed on and approved by ‘the credit committee 
of the association and by the appraiser of the bank. Interest 
rates on mortgages are limited to not more than one per cent 
above the rate of the latest issue of Federal Farm Loan Bonds, 
but they can never exceed to more than 6 per cent. ‘The rate of 
any mortgage loan cannot be increased during the life of the loan. 
The loans obtained through the land bank system may be used to 
purchase land equipment and _ livestock, to construct and repair 
buildings, to refinance indebtedness and to acquire working 
capital for the farm. Land bank loans are usually made fora 
period of 20 to 30 years. Payment may be made annually or 
semi-annually on dates selected by the borrower and repayment 
schedule may be changed to match changed conditions. 

Thus loans are given in almost all countries to the farmers for 
redemption of old mortgages, improvement of land, and clearance 
of old debts. Repayment in Europeon banks is made by equated 
instalments, 7c. the total sum of principal and interest to be 
repaid during the period of the loan is added together and divided 
by the number of years of the loan, the borrower paying an 
equal sum every year. In Germany it is usual to charge the 
borrower the actual interest paid on the bonds plus a small sum 
for administration with each instalment. A deduction for reserve 


6 Source: communication received from Mr. Monnenmulilen of Verband 
Privater, p. 3 
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is made from the loan at the time of issue. In Belgium a felxible 
rate of interest is being maintained. 


CRITICAL APPRAISAL 


It has been seen that in some of the European countries mortgage 
banking societies were quite independent of the government and 
were providing a major part of the entire credit needs of farmers. 
In most other countries, co-operatives were major sources and 
administrative machinery of such societies being linked with 
government in various ways but being especially wel] adapted to 
administer short-term and medium-term credit along with the 
long-term credit and to bring together for productive use the 
savings of small farmers.” Thus, by and large mortgage banking 
has been promoted in Europe and United States with the active 
support and control of the government in each country though 
the degree of support and control varies widely. Secondly, the 
security is the mortgage of the property and a certain margin 
ranging from 30 per cent to 75 per cent between the value of the 
land and the loan amount is maintained as a safety valve to 
cover the risk of price fluctuation. Thirdly, the main source of 
finance invariably is the issue of bonds, though Belgium is one 
glaring exception, where the share capital is meant only to serve as 
a base for resorting to borrowing. It is interesting to note that 
the borrowers are the share-subscribers and deposits are exception 
rather than a rule. Fourthly, the management is vested in a 
body which is controlled by the government though the variation 
in the degree of control among the different countries is large. 
Fifthly, the rate of interest is generally lower than 6 per cent and 
constant efforts are being made to lower the rate of interest 
further still. Finally, in some of the advanced Europeon countries 
it takes no more than a fortnight to obtain a valuation, and in 
some places like Bavaria it is said to take only ten days, and less 
if the case is urgent. 

7 EB. C. Nourse, Agricultural Economics, p. 700, and also see Forster and Leager, 
Elements of Agricultural Economics, p. 298 
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CHAPTER X 


PROBLEMS OF LAND MORTGAGE BANKS: COST OF 
CREDIT AND SYSTEM OF REPAYMENT 


One of the bottlenecks in the growth of land mortgage banking 
is the cost of credit. Generally, the cost of credit is so high that 
it does not permit the farmer of ordinary means to take advantage 
of such credit.1. A fairly low rate of interest is being urged for 
mortgage credit for farmers, firstly, because the burden is shoul- 
dered by the borrower for a generation. Secondly, the borrower 
mortgages his assets, and not infrequently a portion of his future 
earnings. Against this, the only hope for him where the loan is 
to finance a productive purpose, is that his income will rise. 

During the past few years, however, the question of interest 
rate has been relegated to the background because the only 
effective agency for sucha type of loan is the mortgage bank, and 
its resources are not commensurate with the demands of the 
farmers. But now there is a great need to reassess the situation 
in the light of increased developmental finance provided, and 
needed in the wake of planned development conceived for our 
country. 

However, the real cost of credit is something more than the 
rate of interest charged from the borrower. In other words the 
contract rate is not always the effective rate and it is the effective 
rate which should determine the cost of credit. Since farming is 
a business conducted for profit, the cost of credit is an important 
factor determining the use of such credit in farming. 

Cost of credit consists of interest and shares of other charges to 
be borne by the borrowers at the time of taking loans. Interest 
is a charge made for the use of capital but is usually thought of 
as a payment for the use of money.” Interest is seldom paid for 
the use of money but for what money can buy in goods and 
services. In addition to interest there are other charges that 
affect the cost of a loan, such as flat fees made to cover the 
administrative expenditure involved in making out the proper 

1 United Nations Report, Rural Progress Through Co-operatives, N. Y. 1956, p. 6 

2 H. D. Henderson, ‘Significance of the Interest Rate’ and J. E. Meade and 
W. H. Andrews, ‘Summaries of Replies to Questions on the interest rate. 
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legal forms, the cost of searching records for determining whether 
the security offered is free from encumbrances and the cost of 
recording the credit instruments such as mortgages on the books 
of the primary banks. 

The way in which these charges affect the cost of a loan is 
sufficiently important to merit discussion. Suppose, a farmer 
wants to borrow Rs. 500 to be repaid after one year, if the rate of 
interest is 6 per cent and the fee for search and recording and for 
forms used is Rs. 5 the total cost would be Rs. 35 for Rs. 500 or 
Rs. 7 per cent. This would be the real cost of credit whereas 
apparently the cost is only 6 per cent. Further, there is a con- 
cealed cost when interest charged is deducted at the time the loan 
is made. Suppose, this is done in the case of a Rs. 500 loan 
made for one year. In this case the farmer would not get Rs. 500 
but Rs. 470 as the interest of Rs. 30 would be deducted from it. 
This means that the farmer has paid Rs. 30 not for the use of 
Rs. 500 but for the use of Rs. 470, hence the interest is as it will 
be in this case not 6 per cent but 6°38 per cent. (30 x 100 = 
470 = 6°38). The method of repayment also affects the cost of 
credit. In the illustration used above, it was assumed that the 
debt would be repaid at the end of the year. But this method 
of repayment is not always used. The creditor may require that 
the loan for a year may be repaid on a monthly basis. When 
this method is followed the effective cost of the loan is greatly 
increased. ‘This may be illustrated as follows: Suppose, that in 
the case of Rs. 500 loan at 6 per cent the creditor requires that 
the principal be repaid on a monthly basis. This means that 
instead of having the use of Rs. 500 for a full year the farmer has 
the use of authority on only Rs. 500 for six months or Rs. 250 for 
the full year. In this case the interest rate would not be 6 per 
cent but 12 per cent which is as follows: 30 x 100 ~ 250 = 12, 

It is also important for farmers in negotiating a loan to arrange 
for its repayment at such a time or times as the income from the 
project for which the loan was made will be available. If this 
principle is not followed the farmer will not have funds to repay 
the loan when it is due, under such circumstances he will be 
obliged to renew the loan which usually adds to its costs or failing 
in this he may foreclose and sell.such assets as have been used for 
the security. Often poor timing of loan’ bonds leads to further 
indebtedness and embarrassment to the farmer. Not infrequently 
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creditors will use this device of bad timing to force farmers into 
bankruptcy or to gain control of the farmers’ business. Many 
good farms have been lost in this fashion.? 

Further, when a debt is incurred for any instrument or machine 
of production the effect of which lasts over several years the rate 
of repayment may be affected also by the risk involved in using the 
machine or the instrument. For several reasons it may be advis- 
able to repay a loan made to buy a tractor in such time schedule 
that its full life is being covered. The usefulness of the tractors 
as well as other types of machinery is often affected by what is 
called obsolescence or loss of value because better and more 
effective machines have become available. Thus the rate should 
be covered to take risk involved in using the instrument. 

The annual payments of principle and interest should corres- 
pond in size to the annual net income expected of the elements 
for which the loan was obtained. The actual practice should be 
that the annual payments should be equally distributed because 
it is assumed that the contribution of the productive agent will 
be the same each year. But in many cases it may not be true as 
the productivity of an element will vary from year to year and in 
many cases it will normally decline with the continued use. It 
may be vice versa also in some cases. Hence it is desirable that 
the repayment should be adjusted accordingly. In other words 
the principle of repayment should be such wherein repayment 
plan should correspond to productivity as only in such way that 
the farmer will be placed in an economically viable position. For 
example, a farmer needs Rs. 20,000 to develop a certain enterprise 
and that normally the loan would be distributed over a_ period 
of thirty years. Suppose further that such payments, including 
interest are Rs. 1,000 per annum. A study of the enterprise 
shows, it may be assumed, that the farm shall not earn enough 
for the first five years to meet this obligation. The earning may 
be say only Rs. 500 and from the sixth year to tenth year it may 
be Rs. 2,500 and from eleventh year to twentieth year it may be 
Rs. 1,000 and from twenty-first year to thirtieth year it may be 
Rs. 500. In such cases the repayment plan should also be 
prepared with varying slabs of payment.* 


3 Forster and Leager, op. cit., p. 293 
4 G. W. Forster, Farm Organisation and Management, pp. 464-68 
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Thus the ultimate rate at which the farmer can borrow ona 
long term basis depends on a variety of factors. Because it is not 
only the cost of the credit to the farmer which will determine 
the rate but as the cost and risk of the lender will also act as 
determinant of rate of interest. And as such, such rates cannot 
be determined only from the point of view of borrowers. Thus 
to begin with, lending rates are determined by the cost of raising 
funds. Even assuming that ideal conditions are created for the 
successful issue of debentures, the interest payable on these deben- 
tures will have to be in relation to the bank rate and the borrowing 
rates of the Government who usually guarantees such debentures. 
The state land mortgage banks which issue the debentures and 
render other services such as the scrutiny of the propositions and 
supervision of the primary units, and the primary land mortgage 
banks which supervise the use of loans and the conduct of the 
borrower, have each to retain a certain margin to cover their 
cost of administration as well as the risk involved in the lending. 
This margin varies in each case from one per cent to one and a 
half per cent. It can be reduced to an appreciable extent with 
the growth of business turnover and the enlightenment of the 
borrower. 

It has been the practice in some European countries to subsidise 
farm loans to lower the cost of such credit. In India the Agricul- 
tural Finance sub-Committee recommended this measure to 
reduce the cost of credit. The Rural Credit Survey Committee 
of 1951 thought that by recognising land mortgage banks as the 
government agency for the distribution of ‘taccavi’ loans, it would 
be possible to reduce the cost of the credit for the farmer. There 
isno doubt that the government subsidy or support will bring 
about temporary relief but the need is of permanent solution. 
This cannot be brought about with such subsidy as that which will 
not make the bank economically viable. For this reason some of 
the European countries have avoided the temptation of this easy 
way of reducing the cost of credit. Th. Thorsteinsson has reported 
about the Danish societies that ‘to this very day the fact that 
throughout their close on a hundred years of existence the Danish 
Real Estate Credit institutions have never asked for public sub- 
sidies and have only received guarantees in connection with the 


execution of measures of a political nature required by the State 
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itself, is perhaps the feature which deserves most emphasis’.® 
Thus the efforts should be made in reducing the cost of credit by 
reducing the risk and cost of administration involved in the 
operation of such loans. Moreover, the present practice of deduc- 
ting share subscription from the loan amount should be dropped to 
reduce the cost of credit. In fact, besides this official deduction, 
sometimes deductions are being made unofficially for various odd 
reasons like Inspector’s fee, supervision charges, etc. which all 
combined together have made the loan from the land mortgage 
bank more costlier than that of money lender especially when 
one keeps in view the facility and ease in taking loan from the 
money lender. 

Although even before the planning era, there were evident forces 
to rationalise and reduce the rates of interest at which loans were 
advanced by the primary societies, these rates showed a trend to 
decrease after funds at concessional rates were made available by 
the Reserve Bank of India and the Government of India with the 
co-operation of the State governments. Even then on the eve of 
the First Plan rates of interest charged by primary socicties 
continued to be high in several States. In 1952 while the rates 
were lower in Madras (6°25 per cent), Travancore (6°50 per cent) 
and Coorg (5 to 8°5 per cent), in Bombay it varied from 6°25 
percent to 10 percent, in West Bengal it was about 12°5 per 
cent, in Uttar Pradesh it ranged from 12 to 15 per cent and in 
Vindhya Pradesh from 12 to 19 per cent. The causal factors 
for such high rates of interest are (a) failure to attract deposits; 
(b) high rates charged by the apex institutions; and (c) inade- 
quate volume of transactions in the primary societies. However, 
since planning started, efforts have been made to reduce the rate 
of interest and it has virtually resulted in reduction as is evident 


from Table XXVII. 


Taste XXVII 


Rate of interest States 
6 to..-7 Andhra, Bihar, Kerala, Madras, Mysore 
7 to 8 Bombay and Rajasthan 
8 to 9 Assam, Orissa, Uttar Pradesh, West Bengal 
9 to 10 Madhya Pradesh, Punjab, Delhi and Himachal 


——————————————————————————————————————— 
5 Th, Thoresteinsson, of. cit., p. 4-5 
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At present the state co-operative banks get funds at 2°5 to 3 per 
cent, and they lend to the central co-operative banks at about 
3°5 per cent. They in turn lend to the primary societies at 
about 5°5 per cent. From this it is evident that the margin is 
quite high as compared to some of the European banks where 
only } per cent to 4 percent is kept as margin. Hence a case 
can be made for the further reduction of rate of interest and in 
no case the ultimate borrower should be asked to pay more than 
5 to 6 per cent for farm loans. Further, efforts should be made 
to provide such cheap loans to small farmers as they are the real 
sufferers.® 

Moreover the repayment system should also be rationalised 
to bring down the cost of credit to the farmers. As we have seen 
earlier that a varying slab of repayment according to the produc- 
tivity of the loan should be planned. It would be interesting 
to keep the following four essential principles of repayment plan ; 
(a) the principal sum of the loan should ordinarily be amortised 
completely during the term of the loan; (b) the repayment is to 
be scheduled over a sufficiently long period of time to enable 
the farmer to meet ordinarily the schedule of payment without 
sacrificing normal living standards; (c) the term of the loan 
should not be long enough to make the interest cost excessive in 
relation to the annual principal amortisation payments; and 
(d) the dates of principal and iterest payment should coincide 
with the time at which sales of farm products are likely to be 
large.? In it we may add that the repayment plan should be 
drawn in consonance of the increased productivity, or otherwise, 
of the form due to the loan. 

It has been, however, rightly emphasised by farm credit experts 
that institutional arrangements should as far as possible (a) 
facilitate and encourage savings and that these are mobilised for 
productive investments ; (b) reduce the cost of credit administra- 
tion ; (c) pool the risks of lenders ; and (d) increase in competition 
between private moneylenders and efficiently counter the local 
monopolies which many of them now enjoy. In these ways the 
real cost of the credit would be reduced and greater satisfaction 
can be obtained by the borrower. . Besides this, institutional 


6 G. M. Laud, Co-operative Banking in India, p. 655 
7 G. M. Laud, loc. cit. p. 655 
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arrangement should help farm families to understand fully the 
opportunities which wise uses of credit afford, and in this way 
as well as by flexible repayment provisions and minimising the 
risk of losses by borrowers the cost of credit could be much 
reduced. If these functions are not adequately carried out 
farmers themselves will feel credit risky and costly and, therefore, 
will severely curtail their uses of such credit.8 

One caution may however be given here that a drop of interest 
rates even by 20 per cent provides less incentive for use of addi- 
tional capital than prospects of favourable prices and yields.°® 
Moreover the present widespread malpractices of various coopera- 
tive societies, because of numerous formalities to be complied with, 
should be rooted out to make agricultural credit cheap and 
convenient. 


8 United Nations, Rural Progress Through Co-operatives, N. Y. 1954, p. 7 
9 E. O. Heady, Economics of Agricultural Production and Resource use. 


CHAPTER XI 


PROBLEMS OF LAND MORTGAGE BANKS : MARGIN 
IN SECURITY 


Lanp mortgage banks provide loans on first mortgage of the 
land. But in some of the western countries, as we have seen earlier, 
loans are also given against second mortgage.’ In India second 
mortgage is accepted as a security in addition to the charge on 
the crops, for crop loans. According to the R. C. S. R. (1951), 
the assumption that the borrower shall not relapse into further 
debt once he clears off all his other debts other than the mortgaged 
one, has in actual fact not been fullfilled. These banks often extend 
second and third mortgaged loans to the borrowers, and in theory 
these loans are meant for development of land, but as a matter of 
practice these are generally advanced for the same purpose for 
which the first loan-has been sanctioned. 

A check to this unhealthy practice is the fixing up of minimum 
and maximum limit of loans which a borrower can obtain from 
these banks on the basis of the security of land and property. 
For example, in Bombay loans of not less than Rs. 400 and not 
more than Rs. 15,000 are given unless some exceptional circums- 
tances compel granting of loans outside this range, but for such 
special cases the permission of the Registrar of Co-operative 
Societies is necessary. 

Another desirable clause to prevent such misuse of loans is to fix 
up the margin between the amount of loan and the security 
value. Generally it has been found that such margin is 50 per 
cent of the value of the land but many conservative banks do 
not usually lend beyond 33 per cent. When the margin falls 
either due to the fluctuation of prices or variation of the loan 
amount, the borrower is asked to make good the difference. 
Not only this, some of the banks in western countries insist that 
borrowers who have adequate net income should also buy a 
life endowment policy and assign it to the lending bank. Th. 
Thorsteinsson observes: ‘for the bond owners as well as the 


1 Denmark and Norway are practising the policy of issuing loans on second 
mortgages. 
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mortgagors the crucial point of security is a sound level of granting 
loans. The task of maintaining this level in the face of rising real 
estate prices with the consequent criticism and pressure on the 
part of mortgagors and corresponding laxity on the part of valuers, 
is not an easy one by any means. Observation of the provision 
of the Act on the subject of the loan limit is anything but sufficient 
for the simple reason that necessary caution in the estimation of 
the value can hardly be expected. The experience of abrupt 
changes of market value of the past and long currency of the 
loans must constantly be kept in mind wher loans are determined. 
When errors were made it was always on this point. But the 
general inquiry which was held in connection with the drafting of 
the Act of 1936 (Danish) proved to all intents and purposes that 
the task had been satisfactorily accomplished.”* This is because in 
Danish societies from the year 1895, when the idea of co-operative 
borrowing was extended to second mortgages, the borrowing 
was allowed on the basis of second mortgages only within 75 per 
cent of the valuation of the security. These associations have 
not gone beyond the second mortgages even though there is 
much need for organised financing in the field of housing and 
in the field of the business of farming beyond the 75 per cent 
limit in Denmark. 

Besides, the over-financing beyond the safe limit of the security 
offered, i.e. land and real estate, there can be the possibility of 
under-financing much below the limit considered safe ordinarily. 
Indian land mortgage banks have been accused of advancing loans 
much below the safe limit. In fact, it has been pointed out that 
the valuation of land is often done inadequately. Not only this 
it may also be noted that land will be improved by the finance 
made available by the loan, and as such the value of land will also 
increase. Hence there is greater scope for granting more loans at 
the subsequent stages. Moreover, it has also been recognised that 
there is need of providing some guarantee to cover the difference 
between the two values namely before and after the improvement. 
The guarantee should come from the Government and it should 
be for a specific period and should cover the difference between the 
two values namely before and after the improvement. The 


2 Th. Thorsteinsson, op. cit. p. 27 
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guarantee will of course lapse when the improvements have 
been effected. Meanwhile the potential risk to the Government 
can very well be minimised by effective supervision and guidance. 

In fixing the margin of security the following points should there- 
fore be taken into consideration with advantage: A statutory 
minimum and maximum limit should be fixed for the loan after 
taking into consideration the valuation of land and linking the 
same with it. The valuation should be based on the market 
practice; the improvement to be effected ; and the stability 
of the price of the real estate. And as mortgaged loans should be 
secured and guaranteed with a prior claim, this factor should also 
be kept in view while fixing the margin. Moreover the notion 
of ‘increasing risk’ and hence a restriction on investment and 
form size under borrowed capital should also be considered. The 
emphasis on this concept was first of all brought out by Dr. 
M. Kalecki but it was later on perfected by J. Steindle.? This 
formulation of J. Steindle of the increasing risk proposition is 
being modified as follows : 

This is evident from the following functional relationship estab- 
lished in between interest, return and capital. 


Assuming J = total investment of a firm ; 
C = entrepreneur’s capital; 
e = expected internal (firm) rate of return 
on capital. 
p = expected rate of profit on entrepre- 
neur’s capital; 
r = market rate of interest, 7.e. cost of capital; 


the total profit, z.e. ef is equal to the entrepreneur’s profit pC plus 
interest paid to lenders. Hence: 


‘Thus the rate earned (the most probable expected rate) on the 
entrepreneur’s capital (assuming constant return to scale), is a 
linear function of the amount invested. The rate of profit on 
equity (C) will be greater the higher the amount of borrowed 


3M. Kalecki, Essays on the Theory. of ein A and J. Stendless, Oxford 
Economic Papers, No. 7, pp. 21-45 


MARGIN IN SECURITY 119 


capital, 7.e. ([—C) employed if the rate of profit (e) on investment 
(2) is greater than the rate of interest (r). The rate of profit (p) on 
equity capital is particularly high in case of success. If the rate 
of profit e on investment (J) falls short of the interest rate (r) the 
earning will be lower on entrepreneur’s capital (C). These relation- 
ships explain why a lessening of the equity ratio increases risk. 
The limit on investment thus arises from the uncertainity which 
surrounds the prospective rate of return on total investment, 2.¢. 
(e). The prospective rate of profit (¢) must not only be larger than 
the interest rate (7) but it must include a prémium for the uncer- 
tainity of return. ‘This excess of (e) over (r) can be called the uncer- 
tainity premium (g). Itis the relationship of (q¢) to the equity ratio 
which will now be traced. The entrepreneurs view the prospective 
return (¢) in some fashion and ranks this enterprise, say (S), in their 
uncertainty index. The entrepreneurs, however, are primarily 
interested in the rate of profit on their own capital. From the 
equation (1) then the uncertainity (s) associated with this rate of 
profit is related to S$ enterprise by, 


fe ny et Co (3) 


Now (gq) the uncertainty premium is related to (s) since an increase 
in uncertainty will increase the premium required by the entre- 
preneurs to induce investment. ‘This may be written as 


It is evident that for a given S and for a given entrepreneur’s 
capital (C’), an increase in borrowing will increase the uncertainty 
premium (g). However, if (¢) increases at a constant rate less than 
(e) (also to scale) there would still be no limit to investment. 
Therefore, (g) must not only increase with borrowing but it must 
increase at an increasing rate. The reason for this increasing 
rate of change in (q) is that errors in predicting (e) are magnified 
when stated in terms of errors in predicting the rate of return on 
the entrepreneur’s own capital (C’). Therefore, at some point (q) 
becomes so large that the danger of impairment of the entrepre- 
neur’s capital deters further investment.* As such it is necessary 
to keep this in view while determining the margin limit of loans. 


4 E.R. Swanson, Resources, Productivity and Attitude toward the Use of Credit in 
Southern Iowa, lowa,1951 


CHAPTER XII 


PROBLEMS OF LAND MORTGAGE BANKS: 
APPRAISEMENT OF TITLE 


One of the major causes for the delay in the disposal of loan 
applications by land mortgage banks is the time spent on the 
scrutiny of a title. So much so that some of the experts have 
started feeling that such delay is inevitable and un-avoidable. 
B. Venkataratnam while analysing the cause of such delay summed 
up the situation in the following words: “the delay is mainly due 
to the fact that our rural population is not readily in a position 
to prove its title to the property offered for mortgage. Our 
experience of the suits filed against the members questioning the 
title of the member to the land has proved beyond doubt that 
circumspection and meticulous care in shifting title is absolutely 
necessary and cannot without jeopardising security, be dispensed 
with or passed over.”’! 

Thus one of the difficult problems which the land mortgage 
banks face especially in this country, is the appraisement of title 
to the property. In India derivation of title is very complex 
and as such the appraisement of title is also a very complicated 
affair. But in accepting land as mortgage, first and by far the 
most important condition to be satisfied is that the borrower has 
a clear title to the ownership of the land. In India, the property 
offered as security for a loan may be either ancestral or self-acquired 
property of the applicant for loan. In case the applicant claims the 
property as ancestral property evidence for the same will be the long 
and continued past possession of the property which can be deduced 
from the production of yearly tax receipts and old passed on 
papers issued to a member of the family. Revenue registry is an 
important factor in the appraisement of title and in cases where 
the family has not been in need of money or has not resorted to 
borrowing on the security of lands, the only proof of title will 
often consist of the registry in the name of the applicant or his 
forefathers in the records of the Revenue Department and pay- 
ment of kist in respect of the patta under which the lands are 

1 B. Venkataratnam, Presidential address to the 23rd Conference of the Co- 
operative Land Mortgage Banks in Madras, 1953 
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held. Further in such cases the revenue account will also be 
verified. Ifthe applicant’s name is not found in the latest revenue 
account the reason should be ascertained. If there is some parti- 
tion deed, it should also be filed to ascertain the title. If the 
partition is not based on a registered document or if it was merely 
oral, statements should be taken from the divided co-parceners 
making mention of the specific items and the area that fell to the 
applicant’s share stating clearly that the divided members have 
not objected to the applicant’s mortgaging the land to the bank. 

One of the major difficulties in the appraisement of title in the 
case of ancestral property is the various laws of succession adopted 
in India. The law relating to the succession among Hindus has 
been codified by the Hindu Succession Act XXX of 1956. The 
order of inheritance in force before the commencement of the 
Act in regard to the estate of a male has undergone a complete 
change under the Act. While before the Act only sons, grandsons 
and the great grandsons were the persons entitled to inherit, 
with the inclusion of widow, deceased son’s widow or deceased 
grandson’s widow in the case of persons dying after Act XVIII 
of 1937, the present Act includes a number of heirs who simul- 
taneously along with the son, grandson and great grandson 
succeed to his estate. They are, namely, daughter, mother, 
daughter of a pre-deceased son, son of a pre-deceased daughter, 
daughter of a pre-deceased son of a pre-deceased son. ‘Thus 
inheritance has become a complicated issue and along with that 
the appraisement of inheritance has become all the more a compli- 
cated affair. 

In the case of Muslim families the situation is such that the 
members of such families may live together and yet they may 
not form a co-parcenary or joint family in the sense in which 
those expressions are used in Hindu Law. Consequently there is 
neither right of survivorship nor any presumption that the 
acquisitions made by the several members thereof are for the 
benefit of the family. Further there is no distinction in Moham- 
madan Law between ancestral and self-acquired property. ‘The 
right of an heir comes into existence only after the death of the 
ancestor and he is not entitled until then to any interest in the 
property. Nor can it be made the subject ofa valid transfer or 
released before actual succession. Again the heirs to the estate 
of a deceased Muslim are all co-sharers and their order of succes- 
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sion varies according as the deceased was governed by the Shiah 


Law or Hanafi Law of Inheritance. It is not possible to set out 
in full all the heirs according to the two systems of inheritance. 


Each case will have to be investigated according to the relations 
living at the time of succession. According to the scheme of 
Mohammadan Law, almost all blood relations are entitled to 
share in the inheritance and there are also certain general prin- 
ciples in determining the interest possessed by an heir in the 
estate of the deceased. A son always takes twice as large a share 
-asa daughter. The parents take one-sixth cash as share, the 
husband or wife will take one-fourth or one-eighth of the estate 
according to circumstances, so that amongst the heirs who are 
entitled to succeed, there is a son or the descendant of a son, 
then after the parents, husband or wife, the residue will be 
divided between sons and daughters in the proportion mentioned 
above. If there are no sons or daughters, but only parents their 
share will vary. Thus, it is a difficult process to find out the 
exact interest of a muslim heir in the inheritance. 

Similarly in the case of Indian Christians who are now governed 
by the Indian Succession Act (Act XX XIX of 1925), co-parcenary 
and survivorship which are found under Hindu Law do not 
obtain among them. A Hindu convert today, if he thinks fit, 
continues to be bound by the Hindu Law. But since the passing 
of the Act he cannot elect to continue to be bound by that law 
in the matter of succession. Hence Hindu converts to Christianity 
are also governed by the Indian Succession Act as per sections 37 
to 48 of the Act. 

Thus in view of the changes effected in the inheritance laws 
and their complicated nature, it will be necessary to have a full 
and accurate genealogy of the family of an applicant for loan. 
Land mortgage banks should, therefore, bestow great care on 
the preparation of the genealogical table. In this table the 
names of not only the existing members of the family should be 
noted but also of deceased members. The date of death should 
also be furnished as it is an important information inasmuch as 
the question as to the mode of succession depends upon whether 
he died before or after the Act. 

It has been suggested by the Rural Credit. Survey Committee 
of 1951 that it is of importance to ensure, wherever this can be 
done without infringing wider principles of law, that a mortgage 
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of the bank has the effect of the title being unambiguously vested 
in it. Moreover primary mortgage banks may perform an 
extremely useful function if they are in a position to guarantee 
the repayment of the loan to the apex mortgage bank in the event 
of a dispute regarding the title. Such a guarantee will facilitate 
the expeditious disbursement of productive loans, since the 
disbursement can take place after preliminary investigation of 
title but before final examination and decision as to its legal 
validity. The guarantee will cease when the title is found to be 
in order. In this manner and with safeguards mentioned above 
productive loans can be disbursed prematurely. In order that 
it may be able to provide the necessary guarantee each primary 
land mortgage bank may constitute a guarantee fund. This 
should be deposited with the apex land mortgage banks. 

The above plan would however provide only temporary relief 
as the process of appraisement will continue as before. The real 
need is therefore to amend the succession laws in such a way so 
that the process of appraisement may become simple and direct. 
In any case, land mortgage banks would do good if Revenue experts 
are being engaged by them for this job. This will not only 
facilitate appraisement and valuation of land quickly but also 
reduce the number of legal suits and the consequent costs involved 
therein. 

In any case the process should not be reduced to expedite 
loans. ‘This is because the experiences of land mortgage banks 
speak that such a step is generally unwise. Hencc the title of 
property from the earliest available documents right up to the 
present, should be traced. Every document in the chain of title 
should be referred to legal opinion. It has been found that 
when referring only one of the many executants is referred to 
whereas in point of fact they might have been executed by a 
number of persons, some of whom happened to be minors. It is, 
therefore, necessary that the relationship of the several executants 
to the principal executants should be explained in detail. When 
minors are involved, it should be explained the way the document 
is binding on them. It has been found very often that the date 
of the sale deed alone is given and no information as to the 
consideration for which it has been effected is furnished. Whether 
the consideration has been paid and if so, the manner in which 
it has been paid, are not mentioned in the legal opinion. Much 


124 AGRICULTURAL FINANCING IN INDIA 


time can be saved in scrutinising loan application if in respect 
of each sale deed, the consideration for which it is effected and 
the vouchers in proof of payment of consideration are referred to, 
giving references to the pages at which the several documents are 
filed. Alongside this, in the entries in the encumbrance certificate, 
wherein each item of property dealt with is also referred to, one 
can have a chronological history of the title of the property 
showing continuity of title. 

The legal opinion obtained should fully set out the grounds on 
which the title of the applicant is based. A brief reference to 
the sale deeds, etc. in favour of the applicant, in case of self 
acquired properties, and a general statement in case of ancestral 
lands that they are ancestral, is often made and the title is certified 
as good. This is not sufficient as land mortgage banks have lost 
many cases because of this insufficient comment of the legal 
expert.” In fact, the legal opinion should be complete in all 
respects to avoid future complications. The title of the applicant 
should be explained in detail for the various items of property, 
grouping them wherever possible, indicating in detail the respec- 
tive survey items and not merely referring to the serial number 
in the list of hypotheca as prepared by the supervisors, which are 
subject to frequent changes. Legal opinion so obtained should be 
neatly typed or written, and filing of manuscript copies of opinion 
should be avoided. These will facilitate speedier scrutiny of 
title and of granting loans. 

Another cause for the complicated appraisement procedure 
is the difficulties experienced by the applicant for loan in estab- 
lishing the title to the land. These difficulties are summed up as 
follows: (a) The copies of the entries in the record of rights only 
show the name of the applicant and do not give details as to 
how the applicant acquired the title to it, in many cases the 
other relevant entries in this regard is to be asked for and the 
applicant is not able to get the same easily and quickly; (4) in 
case of re-survey of the land a comparative statement showing 
the old and new survey numbers is required which the applicant 
finds difficult to obtain; (¢) in case of purchased lands it is 
difficult to get the copies of the village records of the predecessor 
in title, z.e, the seller ; (d) in case the headquarters of the primary 


2 Proceedings of All India Land Mortgage Bank Conference, Ahmedabad, 1963 
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co-operative society is situated at any other village, it is difficult 
for the applicant to get a certificate of the society about his 
liabilities which is being needed by the land mortgage banks ; 
(e) in case of loan for wells, sometimes it becomes difficult for the 
applicant to get a certificate for the work done, out of the first 
instalment of the loan from the village talati, sarpanch or the 
village level worker as the case may be; and (f) in some cases 
the relevant village records are with the district headquarters. 

The following measures can be experimented for removing 
the difficulties of the applicants : (a) the village panchayats may 
take up the responsibility of providing the copies of the extracts 
of the village forms to the applicants without any delay or the 
same may be supplied directly to the bank under an arrangement 
with the panchayats. This can be taken up with the permission 
and co-operation of the State Development Councils and District 
Panchayats; (b) an arrangement for the loan application forms 
to be filled in by the staff of the banks, if the copies of the 
extracts of the village forms are ready with the applicant, will 
also serve to lessen the hardships of the applicant; (c) the present 
procedure wherein the applicant is required to produce the copies 
of the extracts of the village forms and a certificate regarding 
other debts afresh at the time of loan sanction, may be dropped 
and provision may be made to consider the certificate granted by 
the village panchayats as final; (d) the requirement that a 
certificate should be produced at the time of loan payment from 
the co-operative society as debt clearance chit, may be deleted 
as such difficulties can be removed if a general certificate is 
obtained, and considered final, covering all these points from 
the village panchayats; and (e) the procedure of re-sanction 
and re-inspection in cases of loan lapses may be dropped and 
general certificate of no change giving all the details as suggested 
above may be introduced. The certificate may be obtained 
from the village panchayats as suggested above. 

It is obvious from the above that procedural defects are to be 
eliminated not only for lessening the hardships caused by them 
to the loan applicant but also for reducing the time taken for the 
sanction and disbursement of such loans. No doubt the details 
envisaged above are to be gone through from the safety and 
business prudence point of view but some of the duplications 
of certification and defects in,maintenance of land records show- 
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ing ownership and transfer of lands, as narrated above, may well 
be avoided without much risk and labour. Thus, there is not 
only a need to simplify land records and inheritance laws but 
also of creating an independent agency staffed and trained for 
this purpose, at each village headquarter. It would be soon 
realised, with the growing work load of the land mortgage banks 
along with the increasing demand of agriculture for develop- 
mental finance, that revenue Officials looking after law and order 
along with land records are hard pressed to do the latter job 
especially for the land mortgage banks. Ultimately, therefore, 
an independent agency which should be necessarily other than 
revenue departments of the Government, should be established for 
preparing records of lands and noting any change in the title due 
to death or sale and also to provide the necessary details when 
asked for about such title and transfer to the land mortgage 
banks. The agency can at some stage become self financing by 
charging land mortgage banks a fee for all these informations 
but initially it should be financed by the State Government. 


CHATTER XIII 


PROBLEMS OF LAND MORTGAGE BANKS : 
MANAGEMENT STRUCTURE 


PRoBLEMS connected with the development of land mortgage 
banking have been considered by several committees in recent 
years.1 Broadly, the recommendations of these committees envi- 
saged a land mortgage banking structure which would be organised 
as co-operative banks and would restrict itself to financing long- 
term improvements in agriculture. Each State, according to these 
recommendations, should have an apex co-operative land mortage 
bank which would finance the farmers preferably through a 
primary co-operative land mortgage bank or, if that is not feasible, 
a central bank on an agency basis. 

However, land mortgage banks may be organised in several 
ways, ¢.g. (a) co-operative, (b) commercial or joint stock, (c) state 
ownership, and (d) state corporation. The merits and demerits of 
each pattern are detailed below to concieve a suitable pattern for 
India. 


CO-OPERATIVES 


Besides the principles of security and solvency the co-operative 
mortgage banks aim as its chief objective the ultimate benefit of 
the borrower. Its capital or guarantee and the liability are 
supplied by the borrowers. The business is adjusted to their 
convenience and the entire control and disposal of profit are in 
their hands. It may, therefore, be said that where the farmers 
are illiterate, lacking in breadth of outlook and are puzzled by 
complicated business procedure, and where to them the burden 
of debt and the ruinous system of credit are added, the co-operative 
organisation is the only saviour. Prof. Calvert, therefore, concluded 
that “‘asa means of reaching the last man in the last village 

1 All India Rural Credit Survey, 1951, The General Report, Vol. II, pp. 
436-441: Proceedings of the Co-operative Conference, Hyderabad November, 
1955; Proceedings of the Co-operative Conference, Jaipur, February 1956; 
Report of the Technical committee on Land mortgage banks, 1957; Proceedings 
of the Standing Advisory Committee on Agriculture. 
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in the comparatively less developed countries co-operative credit 
has no rival except the money lender, it offers the only possible 
method of proved merit for reaching the people as a whole. It is 
the only practical alternative to usury’.2. In a similar vein 
writing about land mortgage banks in India, Darling said : “the 
co-operative mortgage banks is still in the experimental stage and 
if numerous weaknesses have come to light, many of them are 
more of the nature of infantile diseases than inherent diseases. 
The most serious are the want of public spirit in many of the 
directors and the low standard of character and intelligence in 
many of the borrowers. ‘These defects are a sufficient argument 
against rapid advance. At the same time, there are signs of 
improvement in control and administration and the better banks 
are certainly benefitting the members.’ 

The main arguments supporting co-operative organisation may 
be summed up as (a) it can identify borrowers’ interest with that 
of lenders; (5) it can ensure efficient supervision by fellow borrowers 
over the individual borrowers; (c) it can bring in irresistable 
pressure in order to meet the growing needs of borrowers and 
keep them within bounds of prudence and (d) it can systematically 
reduce the burden of debt by providing developmental credit and 
checking consumpation credit and regularising repayment. 

On the other hand it is contended that a co-operative mortgage 
bank may be a superfluity and even an undesirable encumbrance 
to the borrower who may consider the publicity and the trouble 
in respect of attendance at meeting required of him as a positive 
nuisance. In fact, about 40 years of co-operative land mortgage 
banking in India has shown that most of these banks are neither co- 
operative in name as neither they follow strictly the principles of co- 
operation nor they are constituted as co-operatives in the strict 
sense of the term. Qureshi has reported that “It is misnomer to 
call these mortgage banks co-operative. The only thing co- 
operative about them is that they are registereed under the Co- 
operative Societies Act and the Registrar of Co-operative Societies 
exercise some hold on them in one form or the other.’* His 
contention has been supported by Manu Subedar, who said : 
“T have taken some pains to inquire into the extent and the 

2-H. Calvert, Co-operation in the Colonies, Fabian Society, London, 1945 

% M. L. Darling, Co-operation in Germany and Italy, p. 102 

4and° A. I. Qureshi, The Future of Co-operative Movement in India, pp. 39-40 
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manner in which the principle of co-operative credit is to be 
established in the case of land mortgage banks. For one thing 
there is no unlimited liability in this case and the borrowers 
do not therefore in any sense guarantee the debts of each other, 
The co-operative part then came in the sense that the borrower 
would be also shareholder as well as borrower at the same time. The 
money for the shares becomes mainly a deduction from the loan. 
They represent an arbitrary deduction from the loans and 
must be regarded by the borrower in the nature of a higher 
rate charged by him.”® | Somewhat similar view was expressed in 
the Rural Credit Follow-up Survey Report, (1958-59) wherein it 
has been pointed out that “‘the land mortgage banks in Hissar, 
Ahmedabad and Jalpaiguri were managed by directors who were 
not direct representatives of their members’’.® 

Thus, there are no factors in the working of the primary land 
mortgage banks in India that would lead to the inculcation 
and development of the spirit of co-operative responsibility. The 
working of the primary banks is more in the nature of commer- 
cia] joint stock institutions than of primary co-operative credit 
societies. But the directors and management personnel of the 
primary banks lack the initiative which those of the joint stock 
trading concerns possess. The working of the primary banks is, 
therefore, neither on co-operative nor on commercial lines. No 
wonder therefore, that they lack in efficient conduct of business.” 
Prof. Horace Belshaw commenting on the co-operative type land 
mortage banks said : ‘‘Personally I do not think that long-term 
credit is properly suited to the co-operative approach, at least in 
under-developed countries. The resources required are very large 
and heavy reliance must be placed on outside sources of finance. 
This immediately reduces the element of self-help which is the 
core of co-operation. Agricultural mortage banks are a complex 
undertaking requires large size and raises expert problems of 
valuation which mean that the management would be rather 
remote from the members of the co-operative groups. Success 
in co-operative requires continuity of active interests and needs 
supervision. These are essential elements in mutual aid. When 
once the peasant in a primary society has received a long-term 


® Rural Credit Survey Follow-up Report (1958-59), 1961, p. 205 
? Bhat, A working paper on Agricultural credit read in the meeting of Indian 
Society of Agricultural Economics, 1946 
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loan, he has no further need and why should his interest continue. 
So even if a long-term credit agency seems co-operative in form 
it is seldom so in real content.’ Further co-operative credit 
societies have failed to fulfil one major responsibility, 7.¢. providing 
credit to small and depressed farmers. In fact, it has been reported 
at responsible quarters that cultivators with resources still get the 
major portion of the co-operative credit whereas smaller cultivators 
are deprived of adequate facilities. Moreover co-operatives do 
tend to have one disadvantage in common with government 
corporations and government departments. Their machinery for 
the administration of credit tends to be less flexible than that 
of individual merchants and money lenders who have no com- 
mittees and special rules to follow, and who are directly respon- 
sible only to themselves.’® 


COMMERCIAL OR JOINT STocK INSTITUTION 


A commercial and/or joint stock land mortgage bank may 
have the object to lend money at interests based on market 
rate to land-owners on the security of land out of the funds held 
by it in the shape of share capital, deposits and debenture 
bonds and other term borrowings. The aim of the management, 
naturally would be to earn highest rates of return on capital 
so as to pay largest amount of dividend to share holders. To 
this end it would ensure its income by borrowing cheaply and 
lending at rates which bring in the highest return. The 
directors would lend money to borrowers only to the extent of 
the realizable value of the security and to retain sufficient 
margin and fluid resources from time to time to redeem the 
claims of the creditors. It is, therefore, obvious that the 
interest of the borrowers would be least cared for in such an 
organisation. 

But on the other hand such joint stock banks will give very 
efficient, quick and timely service to the borrowers. Their 
chances of bankruptcy will be less as they will be run generally 
on sound principles of banking and by expert and efficient 

® Horace Belshaw, An Address at the International Conference of Agriculture 
and Co-operative Credit, Berkely 1952 

® Report to the Co-operative Congress, Fourth, 1963 

10 United Nations, Rural Progress Through Co-operatives, N. Y. 1954, p. 41 
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staff. Not only this by their after-loan supervision service 
they can make the borrower more credit-worthy by making him 
understand correct channels of investment. 

Thus the major objection to joint stock type of land mortgage 
bank is that the entire attitude of a joint stock capitalist 
organisation towards the problem of credit to the farmers 
cannot be embedded with the spirit of sympathy for the 
agriculturists which is considered as one of the essential pre- 
requisites for rural credit organisation. But one wonders how 
long under the changing political and social environs, it would 
be possible for the joint stock capitalists to remain so self- 
centred so as to be apathetic to its customers. 


StaTE Lanp MortTGAGE BANKS 


To some of the experts therefore an alternative solution is to 
organise state land mortgage banks. Such banks will be owned, 
financed aad administered by state officials and as such will 
be able to meet the deficiencies and defects of co-operatives as 
well as joint stock land mortgage banks squarely. The arguments 
in favour of such types of banks are summed up as (a) sound 
financial position; (b) sympathetic to borrowers; (c) expert manage- 
ment; and (d) subsidised lending rates. Dr. Qureshi who was 
one of the strongest advocates of this type of organisation con- 
cluded: ‘In our opinion the present type of co-operative land 
mortgage bank cannot solve the problem. It cannot provide 
adequate credit at a really effective rate of interest. The 
matter can only be solved by opening state banks with a net 
work of branches’’.4 

However there are some strong points disfavouring state 
land mortgage banks for our country. The main trend of the 
argument is that the present structure and organisation of the 
state is ill-equipped to undertake such commercial functions, 
such lending cannot be purely benefactory in nature; in fact, 
some business element should be introduced to make agriculture 
a sound business proposition. It is further pointed out that a 
state organisation will be loaded with rules and procedures to 
such an extent that to the borrower such loans may even become 
uneconomical for they may not obtain the credit at the right time; 


nA, I. Qureshi, The Future of Co-operative Movement in India, p. 41 
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or that the innumerable formalities to be gone through may 
sometime cost the illiterate and ignorant farmers in rural areas 
some money. Thus the rigidity of the pattern and the scarcity 
of the right type of personnel are the two most vital lacuna 
in a state-owned land mortgage bank. 


STATE AGRICULTURAL CREDIT CORPORATION 


To overcome this difficulty in organising a purely state-run 
land mortgage bank in our country, it has been suggested that 
state-sponsored agricultural credit corporations may be set-up 
in each State in India. This agency may be an autonomous 
public corporation established by the state and _ operating 
under general state supervision and direction, but whose day- 
to-day working and normal business transactions are largely 
conducted on an independent basis. A part of the capital of 
such corporations is to be provided by the respective State 
Governments and the rest by institutional investors. The affairs 
of such a corporation are to be managed by executive officers 
appointed by the State in consultation with the institutions 
financing the corporation or solely by the State; and its policies 
shall be framed by a board consisting of nominees of State 
and other share-holders. 

The advantages claimed for such corporations are that the 
cost of finance is not likely to be larger than that of private or 
co-operative finance. It will have an assured volume of work 
which will be normally greater than what is available to 
co-operative finance. It will not be very much overburdened 
with government rules and procedures, in any case such rigidity 
would not be more than that of co-operative institutions 
sponsored and supervised by the State. 

The arguments against such corporations are not innumerable, 
but certainly pervading some basic elements of democratic 
organisational set-up. It has been pointed out that state 
subsidised corporations would injure the interest of co-operative 
institutions and banks in our country. These corporations are 
said to be rigid and slow moving, more or less a prototype of 
government departments and as such lack that dynamicism 


1 Report of the Proceedings of:the Working Group on Co-operative Credit, 
Planning Commission, April, 1964 
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and enterprising qualities of a commercial organisation on the 
one hand and the sympathy of a co-operative organisation on the 
other. 

To sum up it may be said that co-operative banks, though 
ideal organisation for a democratic country, touched as yet, in 
India, only the fringe of the problem as has been seen in chapter 
seven of the present study. Even if it were to expand until 
it embraces every village, its resources, by the very nature of 
the movement, are limited and the credit societies will still 
be in need ef external funds if it is tov satisfy the growing 
demands of farmers. The money-lenders who had been the 
agriculturist’s mainstay in our economy has been gradually put 
out of business to some extent by the restrictive laws made by 
State Governments, but for the want of an alternative agency, 
they occupy still an enviable position. The commercial banks 
cannot undertake the work of financing agriculturist in view of 
the dispersed population of the villages and the consequent 
difficulties in collecting and supervising loans. The Reserve 
Bank of India unable to do much in it. At the most it 
can only further liberalise its policy of providing credit to 
co-operative banks, but in any case it cannot pump into them 
the funds on a scale consistent with the needs of the farmers 
in the present context of a developing economy. Then again 
coming to co-operative banks it may be said that a bank 
operating over a vast area, as is the case in India, cannot work 
co-operatively as has been found in some Europeon countries 
like Denmark and Germany. For the ryots are not that way 
educated and activised in our country as has been the case in 
those countries. It may be argued that a co-operative bank 
may be organised over a small area but in that case another 
difficulty will crop up, that is, such an unit may evoke the 
interest of the farmers but may not command an efficient 
directorate and sufficient capital. Whereas, the arguments 
against state corporations are not so very penetrating and vital 
as to discard it altogether. The main argument as we have 
seen earlier is that it will dampen the spirit of the co-operatives. 
But when one has seen that co-operatives, despite being 
provided with guidance, help and nourishment for more than 
half a century, could not discharge its functions effectively, 
how much enthusiasm and spirit is still left in it to be dampened 
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by the establishment of state corporations is a question worth 
considering. Still efforts are being made at the highest level 
to give more chance and search out a proper definition of a 
viable co-operative bank. It may therefore, be concluded that 
co-operative structure may be adopted for servicing and supervi- 
sion of loans to farmers and corporate organisation may be created 
to finance farmers. The establishment of Food Corporation by 
the Government of India may provide the necessary central 
framework and stimulus to establish state and district corporation 
for agricultural financing. In this way both these patterns, which 
assure of mass participation, which are so very essential 
for democratic set-up, shall be able to meet each other half way. 

This is because in developing countries such institutions of credit 
are needed that can telescope the period of growth to the mini- 
mum. Such telescopic growth is possible only when the credit 
institutions are abundant in resources, both men and money. A 
co-operative bank lacks in both, being an organisation financed 
and managed by borrowers under self-help principle. Co-opera- 
tive banks were organised all over the world for providing self 
confidence and morale to depressed and oppressed people and 
never was it claimed that it would speed up the progress rate 
of the economy for which it might have been organised. Such 
banks always gave strength to the weaker links to enable them to 
stay on in the economy through the combined strength created by 
it. ‘Thus at best co-operative banks can help small farmers to 
continue their profession despite the competition of big farmers 
but nowhere it has provided enterprise and initiative as well as dash 
to accelerate the rate of growth of the economy. The pioneers 
and proponents of co-operation also never conceived of such a role 
for co-operation.’? Hence to inject and infuse the economy with 
an urge for quick development some such credit institution is 
to be developed which would be able to mobilise and catera large 
dose of capital and material input in the economy. 

In view of these factors, any institution involved in the provision 
of credit to agriculture almost inevitably needs to be state- 
subsidised and financed. It is almost invariably found expedient 
to provide farmers, especially the small-scale farmers typical of 

18 A.J. Qureshi, The Future of Co-operative “Movement in India, p. 160 see 


alsoH. Belshaw, Agricultural Credit in Economically Under-developed Countries, 
F. A. O. Agricultural Study No. 46, N. Y. 1960 
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developing countries, with credit at abnormally low rates of 
interest, on terms which are distinctly generous, so far maturity and 
redemption conditions are concerned.!* (Co-operative credit can 
be asubsidised credit but it is difficult to transform it as a mobiliser 
of savings and supplier of large scale capital needs of developing 
agriculture industry. In fact, experience has shown that it cannot 
provide adequate credit at an effective rate of interest. The 
creation of developmental finance institutions can serve the need. 
An institution allocating investible funds available from private 
and official sources is therefore a fundamental necessity in an 
economy where capital is extremely scarce, and where the need for 
growth so pressing, that the wastage of capital in terms of the 
best economic development of the community cannot be tolerated. 
We need not go into the details of the organisational structure 
as the matter has been fully discussed in the chapter on ‘Land 
Development Banks for India’. Our contention here is only 
that the co-operatives, and for that matter all the existing 
agencies, are ill-equipped to cater the growing needs of farmers 
in the wake of the phased development programme undertaken 
by the Government of India. A passing reference may however 
be made to the fact that such an institution should not take up 
the work of mobilisation of savings of the country as that will 
consume so much of time and energy that very little will be left 
for the prime function of injecting capital inputs into the agricul- 
tural economy.'® 


14 A. Ali, Banking in the Middle East, IMF Staff Papers, Vol. VI no, 1. p. 60. 
See also S. N. Sen, Central Banking in Under-developed Money Markets, Calcutta, 
1952, pp. 210-11 

15 United Nations experts favoured the creation of special agencies for the 
disposition of public funds to the private sector to meet this challenge. See, 
United Nations, Domestic Financing of Economic Development, pp. 44-5, see also A. K. 
Cairncross, The International Bank for Reconstruction and Development, Essays 
in International Finance No. 33, Princeton, 1959, pp. 22-23 

16 Those wishing to examine the detailed problems involved in desiging ins- 
titutions of this kind are well served by two excellent studies published under 
the auspices of the I. B. R. D. W. Diamond, Development Banks, Baltimore, 1957, 
and Shirley Bosky, Problems and Practices of Development Banks, 1959. Further a 
somewhat more critical survey of several development banks is given in Hanson, 
op. cit., Chapters VII and VIII. 


CHAPTER XIV 


PROBLEMS OF LAND MORTGAGE BANKS : 
SOURCES OF FUND 


In Europe and America there are major sources of mortgage 
lending such as Life Insurance Corporations, Commercial Savings 
and Savings and Loan Associations. A large majority of the life 
insurance companies and mutual savings banks invest their funds 
through mortgage bankers operating throughout these countries. 
In many places such mutual dependence have been developed 
under which mortgage bankers are appointed by insurance companies 
as their loan correspondents. Mortgage bankers make mortgage 
loans in their respective areas and when completed deliver 
these loans to the life insurance companies for which they act as 
correspondents. 

In India land mortgage banks like any other society or bank 
obtain their finance by way of share capital, entrance fees, 
reserves built out of profitsand borrowings. ‘The share capital and 
reserve funds can be considered as the base for raising the 
financial edifice since the maximum borrowing is limited to 
somany times of the owned funds. As regards deposits the 
practice varies in different countries. ‘The deposits are likely to 
flow in from institutions or from funds which have to be invested 
for periods under longer official and semi-official control than 
from individuals. The share capital is raised by issuing shares 
to intending members. Normally, anybody can be a member 
by purchasing a share but generally due to the lack of popular 
enthusiam in such purchase of shares, the borrowers are compelled 
to buy shares worth not less than a certain proportion usually 
five per cent of the amount borrowed. However, there are certain 
exceptions to this rule. For instance in Bombay, mortgage 
banks do not insist such borrowers purchasing shares whose 
debts are primarily meant for adjustment under the Bombay 
Agricultural Debtors, Relief Act. ‘The Saurashtra Central Land 
Mortgage Bank has also adopted a similar practice in the case of 
tenants borrowing from the bank to finance the purchase of occupancy 
rights under the girasdari abolition programmes of the Saurashtra 
Government. Bombay has also introduced the system of 
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nominal members under which debtors who are parties to awards 
passed under the Bombay Agricultural Debtors Relief Act and 
co-parceners of borrowers are admitted on payment of an entrance 
fee as nominal members without any rights of voting or of 
partcipation in the management.’ However, the methods adopted 
for raising the capital base have not, but for a few banks in 
one or two States, proved very successful partly because of the 
limitations inherent in the scheme of compelling the borrowers to 
forego a portion of the borrowed funds. In fact, this has been one 
of the important reason contributing for the slow growth of land 
mortgage banking in India. The Rural Credit Survey Committee 
Report of 1951-52 have summed up the problem in the following 
words: ‘‘The difficulty which the Reserve Bank faces is that 
State Governments are not in many cases, willing, or perhaps 
even able, to make the financial contribution necessary for establish- 
ing new land mortgage banks or re-organising the old, with the 
full amount of share capital required. In most cases, indeed in 
practically all, it is unrealistic to expect that co-operative societies 
and individuals themselves would be able to contribute more 
than a small part of the requisite capital. This, as well as the fact 
that the Reserve Bank Statute, as it stands, greatly restricts its 
ability topersuade State Governments to help set-up such _ insti- 
tutions.’ 

To do away with this difficulty, the Committee of Direction 
has recommended that the proportion ofshare capital to be contri- 
buted by government, while subject to a minimum of 51 per 
cent, might have to be much larger than in the case of other co- 
operative societies. ‘This is because the programme of land deve- 
lopment bank, in the context of the plan for an increased agricltural 
production, is so considerable on the one hand, and the availability, 
through institutional channels of medium and long-term credit 
for such development so insignificant on the other, that strong 
central and primary land mortgage banks are one of the foremost 
needs of the country’s agricultural development today. The size 
of government contribution to share capital should accordingly 
be such as to help establish, irrespective of the proportion of pri- 

1 See Annual Reports of the Bombay and Saurashtra’s State Co-operative 
Land Mortgage Banks, 1960 


2 Rural Credit Survey Committee Report, Vol. II, p. 437 
3 G. M. Laud of. cit. 636 
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vate share capital forthcoming, an adequate number of central land 
mortgage banks whose financial structure enables them to borrow 
adequately. The constitution of central land mortgage banks 
should provide for their being able to contribute to the share 
capital of primary land mortgage banks.’ 

In any case, debentures constitute the medium by which land 
mortgage banks obtain long-term funds forlong-term loans. These 
banks jointly or separately issue debentures to be assured and 
guaranteed by State Governments. Such guarantee on behalf of 
the State becomes essential as the money is needed before it is being 
lent out and as such the mortgage on land is being obtained at a 
later stage. Not only this, even if there exists previous land 
mortgages, it would not be possible to raise finance without State 
guarantee as these are not very popular otherwise. Moreover 
bonds cannot be issued and given to farmer as it is being done in 
some Europeon countries, because of the same reason that is, these 
are not popular with the public. 

It is customary for central land mortgage banks in India to 
issue debentures in the form of registered bonds. Bearer bonds 
are very popular as it is easily transferable and consequently 
marketable. On the other hand, an elaborate procedure involv- 
ing execution of a transfer deed and its registration in the books 
of the mortgage bank floating the debentures has to be adopted 
in respect of registered stock but despite all these registered bonds 
are preferred in India by the land mortgage banks. It may be 
for their own facility and convenience but certainly not to the 
liking of individual investors other than institutions. Safety and 
rigidity which has been the policy of these land mortgage banks 
should not be carried so far as to affect the marketability of 
debentures. ‘These banks are at present solely dependent on 
institutional investors and Reserve Bank of India as well as the 
State Governments for subscribing these debentures but such a 
dependent attitude cannot be a long-term policy and in any case 
shall not prove very healthy unless individual investors are also 
attracted towards it. Serious thought, therefore, should be 
given on the desirability of issuing bearer bonds instead of 
registered bonds in India. 

Another important issue in the floatation of debentures is the 


4 The Rural Credit Survey Committee Report, Vol. TI, p. 440 
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period of its redemption. The period of redemption should be in 
harmony with the period for which mortgage banks lend their 
funds. In some of the foreign. countries long-term lending is 
extended for a period ranging from 40 to 75 years. In India 
such loans are generally confined to a period of 20 years. The one 
reason, apart from others, for loans of such a comparatively 
short-term nature in India is that neither the bond market is 
highly developed nor long-dated bonds are being preferred in the 
market except on very liberal terms. In fact, most of the progres- 
sive banks have formulated such scheme which can meet the 
peculiar situation of the capital market. The Madras Central 
Co-operative Land Mortgage Bank for example, has evolved a 
new scheme wherein the debentures are repayable at the end of 
20 years but the bank can redeem them earlier by drawing lots. 
The option has the effect of jettisoning the idea of investment for 
a period not at the option of investors and as such it was not 
favoured by them. For that reason the bank had to review the 
situation and to amend the system by introducing the clause that 
debentures would be made redeemable after a definite period not 
exceeding 10 years. ; 

To meet all these problems, Rural Credit Survey Committee, 
1951, suggested: “that in keeping with a policy of providing loans of 
varying periods for agricultural development, central land mortage 
banks should issue debentures for varying periods, e.g. 5,10,15, or 
20 years in conformity with the purpose of the loans. Debentures 
of relatively shorter duration, (e.g. 5 or 10 years) are likely to 
make a much more effective appeal than the long dated ones to 
the investment market and to institutional investors such as joint 
stock banks, insurance companies, etc. ‘The interest too, would be 
less.” Broadly in its opinion debentures should be of three 
types : Firstly, those described above is meant to appeal to the 
urban investors; Secondly, such debentures which may hold out 
the prospects of attracting rural savings; these rural debentures 
should as far as possible be for specific projects of development in 
which the villager is interested in different degrees, according as 
they are of direct benefit to him or of benefit to those with whom 
the fellowship is shared because of their belonging to his district 
or region or State. For example, if the purpose of the debenture 


5 The Rural Credit Survey Commitiee Report, Vol. II, p. 440 
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is to provide loans to the cultivator, in his own locality to prepare 
his lands for a higher productivity made possible by a minor 
irrigation work of the district, this may be of more or less direct 
appeal to the local cultivator; at the same time, a debenture 
similarly related to some important and much publicised major 
irrigation work established in the State may have an appeal 
for him which is less direct, but not necessarily less strong. 
Just as the debentures intended to draw savings from the money 
market are issued during the slack season when money is available 
with the market, so should these rural debentures, as far as 
possible, be issued at the time of harvest and sale of crops when 
money is available with the farmers. Thirdly, the debentures 
should be of such type as can easily attract government funds.® 

Beside this, some sound principles are to be laid down for 
determining the terms on which these debentures are to be issued. 
It would depend on a variety of factors including the money 
market conditions, the credit of the land mortgage bank issuing the 
bond, and the type of guarantee offered by the State Government. 
The credit of the institution depends on its sound management 
and the security on the basis of which it lends its funds. The 
marketability of bonds however, depends on several factors. In 
some countries bonds are not even guaranteed by the State and 
their classification as trustee securities provide them the desired 
marketability. ‘This is obviously because of the fact that in those 
places security markets are well developed and land mortgage 
banks are strongly organised and soundly managed. In India, 
land mortgage banks are not that much developed and the money 
market is still in the process of development, especially the 
capital market. As such the major source of debenture funds will 
be drawn from the institutional investors and governments. 

It is apparent therefore, that the question of finding the neces- 
sary funds is the major problem baffling the land mortgage banks 
in India. Unless the institutional agencies like the Reserve Bank 
of India, the State Bank of India, the Life Insurance Corparation 
of India and the States were prepared to accept these debentures 
as their major investment, these land banks will have to restrict 
their lending programme considerably despite heavy demands _ for 
it. It is, therefore, suggested that these institutional investors 


6 The Rural Credit Survey Committee Report, 19515 Vol. II, p. 489 
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should assume at least 20 per cent contribution to the debentures 
floated so that debenture floated would be having assured market to 
the extent of about 70 to 80 per cent from institutional agencies. 
It has been rightly pointed out in responsible quarters that the 
contribution of the Life Insurance Corporation, as it flows at 
present, would not help the central land mortgage banks to raise 
enough debenture money for reaching the target of Rs. 25 crores 
per annum by the target date. Still less will they be able to 
reach the much higher targets envisaged for the Third Five Year 
Plan. It is therefore necessary that the aid already available 
from the Reserve Bank and the State Bank of India should 
continue to be available to land mortgage banks in increasing 
doses. In addition, it is essential that the Government of India 
should restore the contribution of 20 per cent to every debenture 
issue which they were giving from 1954-56. Ina meeting of the 
Standing Committee of the All India Land Mortgage Banks 
Co-operative Union held at Mussoorie on June 15 and 16 1961, 
emphasis was again laid on the urgency of finding sources of 
funds for these banks. A special Finance Co-ordination Com- 
mittee was appointed which while submitting its report on 
August 12, 1961 observed then: “Interim finance need be made 
available under State Government’s guarantee whenever received 
through institutional agency or agencies—through the following 
agency or agencies with the overall limit in respect of each bank 
to be equivalent to the amount of estimated annual disbursement: 
(a) State Government’s guarantee; and (6) State Government. 
The State Government’s guarantee should be given for State 
Bank of India’s contribution and that of Agriculture Finance 
Corporation.”” The Committee requested the Reserve Bank of 
India to extend their support to the land mortgage banks 
debenture, liberalising their present mode of assistance to the 
extent that they may subscribe an amount of 10 per cent of the 
issue immediately on the issue being declared open as their first 
subscription and retain the balance of 10 per cent to be 
subscribed in case of shortfall. 

If we wish to examine the problem of meeting the needs 
of interim finance and subscriptions to debentures floated by 
the land mortgage banks in the context of targets assigned to 
them in the Third Five Year Plan, the progress of loan 
disbursements by these banks will have to be reviewed from 
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time to time. The Standing Committee of the All India Central 
Land Mortgage Banks Co-operative Union which met at 
Bangalore on April 9 and 10, 1962 did consider this aspect. 
The aggregate figure of loans outstanding of all the land 
mortgage banks in the country amounted to Rs. 34°6 crores 
approximately at the close of the Second Five Year plan, 
while the targets assigned had been that of Rs. 150 crores for 
the period ending with the termination of the Third Five Year 
Plan. This meant that during the five years ending in 1965, 
an overall rise of Rs. 115.9 crores was to be secured. On an 
average this will roughly work out to Rs. 23°75 crores per year 
for all the land mortgage banks put together. In actual practice, 
the lending in the earlier part of the plan years could not be 
expected to reach this figure: but as the work of lending would 
grow from year to year, the totals of yearly disbursements in 
the subsequent years would make up this shortage. The results 
achieved so far however, indicate a much lower figure of annual 
total lendings of the banks as compared to the average annual 
figure of Rs 23.17 crores. Although this would be attributable 
to several reasons due to which the work of loan disbursements 
may not have grown sufficiently in case of some units,- one 
main factor contributing to this type of short performance would 
be the conditions of stringency experienced in the matter of 
availability of funds for executing loaning programmes. There 
have been instances of land mortgage banks having encountered 
contingencies of shortfall in the subscription of their debentures 
as well as of having experienced difficulty in obtaining sufficient 
overdraft or cash credit accommodation at reasonable rates of 
interest for their interim finance requirements. Anticipating such 
eventualities in the course of the bank working, the Standing 
Committee as referred above laid down following measures : 

It suggested that the State Govenments and the State Bank 
of India might be requested to provide interim finance by way 
of cash credit accommodation on the basis ef continuing 
guarantee to be given by State Governments. The guarantee 
was to be in force for a period of 3 to 5 years. Such a course 
would enable these banks to utilise the proceeds of debentures 
to pay the amount due to State Bank of India on cash 
credit account and thereafter» to draw upon the amount upto 
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the permissible limit for issue of loans. In regard to the 
subscriptions to the debentures, the Committee was of the 
opinion that the present sources of finance for debentures 
were limted in the sense that the Reserve Bank of India, Life 
Insurance Corporation and State Bank of India were the three 
main sources from which funds were drawn. The amount 
available from these sources left a very wide gap.’ 

Thus the debenture system of raising funds is still not very 
reliable and sound as it depends much on State or Reserve 
Bank for its marketability. It is, therefore, necessary to make 
some efforts to put this source of fund on a sounder footing. 
For this certain extraneous factors like development of capital 
market is necessary. But if an effort is made on _ the lines 
suggested below, the debenture marketability problem would not 
remain so strenuous as it is today. Firstly, the bye-laws of 
mortgage banks should provide that debenture amount should 
not exceed the mortgage value acquired by the bank but otherwise 
such restrictions like the debenture issue being restricted to 
certain multiple of share capital should be withdrawn. It would 
give greater flexibility to the banks in the matter of raising finance 
and debentures would not be assessed about its safety and viability 
to the capital structure of banks which is the weakest link of the 
bank. Secondly, debentures should be issued, if they are to be 
put on sound base, by some central institutions like Agricultural 
Finance Corporation which would sell the bonds and allot the 
money to the several banks all over the country or the State. 
Such issue will be advantageous from many points of view. The 
rate of issue in such a joint issue will surely be lower. It would 
also command a wider market due to the fact that the central 
agency would command greater respect in the market and also 
for the fact that such issues would later on have greater 
marketability and as such easy transferability. The central 
institution so issuing the debentures may pass on the funds to the 
local banks at a slightly increased rate in order to meet the cost 
of advertisement and administration or can pass the debenture 
amount at the same rate of interest and divide the cost among 
the loan applicants requiring payment by instalments. However 


7 The Standing Committee of the All India Central Land Mortgage Co- 
operative Bank Union, 1962 
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the second method should be adopted in India with caution as it 
would resemble money lenders practice of extortion and might 
create suspicion in the minds of borrowers. Debentures can be 
redeemed either by annual drawing of lots or by the formation 
of a sinking fund which will meet the total amount at the 
termination of the period as in the German Landschaften. In 
either case the bank should be at liberty to buy at a discount 
and any of its debentures which are on the market and which 
may be highly profitable may be purchased by the bank without 
any hesitation. 

Another source of funds for land mortgage banks is deposits. 
These banks are generally not allowed to accept deposits for 
short-term periods but long-term fixed deposit may be accepted 
from institutions or individuals as the case may be to augment 
the financial resources of these banks. In India, however, rural 
deposits are still to be developed and for that we have to study 
the money surplus available there. In regard to money surplus 
as well as what goes to agriculture for its investment no large 
sets of data is available to guide us. Money surplus is after 
all obtained from income. It is the excess of income over expen- 
diture. And there has never been in the past any serious attempt 
to study the size of income or the pattern of expenditure of the 
farmers on a large scale. Not to speak of any such research data 
about it we have not even the national figures relating to it. 

However, there are certain surveys undertaken by individuals 
which go to prove that domestic saving in India for the decade 
was low at around 7 per cent of the national income. It rose 
from 5°9 per cent at the outset to 7°9 per cent during 1956-57 
to 1957-58, but in the concluding years it seems to have suffered 
a slight set back. ‘The following table reveals the situation : 


TABLE XXVIII 
PERCENTAGE OF NATIONAL INCOME 


SS 


1951-53 1954-56 1957-59 
Rural Households 1:9 18 1:9 
Urban Households 2°4 44 4-7 


“ 
RN A A aS SS 


It is significant from the above table that the entire rise in the 
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level of domestic saving seems to have taken place in the urban 
household sector, whose contribution for total domestic saving 
rose during this period from 40 per cent to 60 per cent. While 
the saving of rural households is estimated to have remained 
more or less static around 1°9 per cent of National Income, their 
average saving propensity, z.e. the ratio of rural saving to rural 
income, has stayed around 2°6 per cent. The comparable average 
rates for the urban households are 3°9 per cent and 14°! per cent 
respectively. This is certainly a distressing feature especially 
when it is reckoned with the fact that rural sector in India 
accounts for nearly 70 per cent of the national income. Therefore, 
if the propensity to save in this sector is low the overall level of 
domestic saving cannot be very high. The low saving propensity 
of rural households can, therefore, be regarded as the most 
important factor responsible for the low level of domestic saving 
in India. But before analysing the causes of low rural propensity 
to save even in the decade of planned growth, it must be said 
that the rural propensity to save is possibly not so low as is 
indicated by the above ratios, as these do not include non- 
monetised transactions. Since the rural sector is still not  suffici- 
ently monetised, it is not unlikely that non-monetised investment 
in the rural sector may be nearly as large as monetised investment, 
i.e. Rs. 887 for farm and Rs. 2,059 for non-farm.® In other 
words, rural saving may have been around 3°8 per cent of the 
national income and 54 per cent of rural income, in India. 
Further, it has also been noted that the rich agriculturists are 
likely to be saving a smaller proportion of their income than the 
rich city dweller who is earning the same income but is not so 
highly placed in the income hierarchy of the urban sector as the 
agriculturists are placed in the income-hierarchy of the rural 
sector. This is evident from the fact that the rural per capita 
income is a little above half the urban per capita income.’ This 
disparity by itself must imply differing saving propensities among 

8 Reserve Bank of India Bulletin, August 1961 ; Estimate of Saving and Investment in 
Indian Economy: 1950-51 to 1958-59, V.V. Bhatt. The Third Five Year Plan, 
Chapter VI, ‘Financial Resources for the Plan’. 

® Available data on rural consumption suggest that only about 60 per cent of 
an average family’s consumption is met by cash. P.G. K. Panikar, ‘Rural 
Saving in India’, Economic Development and Cultural Change, October, 1961, pp. 71-72 

10 Ojha and Bhatt, ‘Distribution of Income in the Indian Economy’, Reserve 
Bank of India Bulletin, September, 1962 
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the rich of the two sectors. The experience of other countries 
also suggests that high income agriculturists like Indian counter- 
parts but unlike businessmen of high income have a propensity 
to consume higher than propensity to save. Since a large 
majority of urban income earners in India consists of businessmen, 
mostly small but some big, the high urban saving propensity 
may be explained, partially at least, in terms of the practice of 
these sections of the urban populace to save a higher proportion 
of their incomes. Thus the explanation for the low rural pro- 
pensity to save as compared to the urban propensity to save can 
be said to be partly due to the existence of non-monetised sector 
in rural areas and partly due to sociological factors. 

While the saving propensity of rural households remained 
unchanged, that of urban households registered a marked rise. 
In the rural sector large number of land reform measures were 
enacted practically all over the country. Not that all these 
measures have been adequately enforced. Far from it. But 
one thing that can certainly be claimed to the credit of these 
measures is that they have prevented any further increase in 
disparities in income and land ownership. Direct evidence on 
the subject suggested that there has been some reduction in 
income disparities in the rural sector.* 

It is, therefore, apparent that the rural sector in India has not 
shown any marked difference either in saving propensity or in 
reducing disparities of income so that deposits may be raised 
from the middle income groups who are more prone to keep 
money in deposits rather than invest in landed property. It is 
obvious, therefore, that it will be futile attempt on the part of 
land mortgage banks in our country to depend on deposits as 
one of the major source of funds, till complete monetisation of 
the rural economy is being achieved and propensity to save 
shows some marked improvement. Land mortgage banks have 
rightly turned to some special deposits for filling this portfolio of 
deposits. ‘These deposits are obtained from State Governments 


11 United Nations, HCAFE Bulletin, September, 1960, pp. 22-23 

2 V.M. Dandekar, ‘A Review of Land Reform Studies’, Artha Vijnana, Decem- 
ber, 1962 

8 C. H. Shah, ‘Agricultural Labour in 1956-57—An Analysis of the trend in 
their Economic Conditions during 1950-51 to 1956-57’, Indian Economic Journal, 
April 1961. See also Ojha and Bhat, op. cit. 
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in order to enable the land mortgage banks to bridge the shortfall 
in their resources pending the issue of debentures. 

When one takes into account the relative quantum of finance 
available for short-term and medium-term lending and _ that 
required for long-term loans by the land mortgage banks it is 
clear that while the figure of finance for short and medium-term 
loans stands at Rs. 330 crores that of land mortgage banks is 
anticipated to reach a figure of increase by Rs. 115 crores. 
Judging from the present tempo of interim finance and debenture 
floatations, it would appear that the cash credit or an overdraft 
arrangement for interim finance for all these banks would hardly 
exceed a figure of Rs. 15 crores and their aggregate drawings on 
the money market for debenture subscriptions would barely go 
over Rs. 22 crores per year on an average. Cash credit or over- 
draft arrangement is of a temporary nature and as such, the net 
annual demand for finance for the land mortgage banks would be 
equivalent to the total of their debenture floatations for the year. 
Out of the estimated figure of demand of Rs. 22 crores for deben- 
tures the banks are only assured of 30 per cent subscription, viz. 
20 per cent from the Life Insurance Corporation and 10 per cent 
from the State Bank of India. For the remaining 70 per cent or 
nearly 17°5 crores per year, the banks have to find alternative 
sources and face the various peculiar conditions of the money 
market. It will be seen from the above rough estimation that 
the additional financial requirements of land mortgage banks 
are of a very modest nature. In order to fulfil even this much 
demand the banks will have to depend on State and institutional 
investors. Similarly for making interim arrangement for interim 
finance, which will be also to the tune of Rs. 15 crores, the banks 
will have to make necessary arrangement with the Reserve Bank 
of India as in Chapter IV of the Reserve Bank of India Act 
there is a provision to this effect which runs: ‘the amount in the 
National Agricultural Credit (Long-term Operations) Fund shall 
be applied by the Bank to the object of making to central land 
mortgage banks loans and advances repayable on the expiry of 
fixed periods.’ In the light of the above, it would not be too 
much if the State Government, Reserve Bank of India, State 
Bank of India and the Agricultural Finance Corporation amongst 
themselves share the responsibility of meeting the interim and 
long-term financial requirements of land mortgage banks in India, 
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so long the debentures issued by these banks do not become 
popular in the money market. Such assurances will enable 
these banks to vigorously pursue their landing programme for 
higher productivity and production in agriculture. 

It is obvious, therefore, that the major source of finance for 
land mortgage banks in India is debentures and these too, are 
dependent on governments and state institutions for attaining mar- 
ketability. As we have suggested earlier, such debentures should, 
therefore, be issued through some central agency instead of being 
issued through the State land mortgage banks, as is the practice 
to-day. It would enable the debentures to attain greater status 
and perhaps easier marketability. However, to make debentures 
popular and an effective source of finance, it would be desirable 
for the State Governments to provide for mortgage credit insur- 
ance. At present this need is being fulfilled by giving guarantee 
as to payment of capital as well as interest. This sort of arrange- 
ment is not a very suitable one from the long-term point of view 
for both the parties. This is because such provisions ultimately 
makes the party getting benefit out of it, dependent and dwarf in 
stature as they lose business initiative and acumen. A _ provision 
of insurance would provide a business-like feeling among the land 
mortgage banks and being one of the participant of the scheme 
they would act like a businessman and not as an agent of govern- 
ments or some such agencies. 

Life Insurance Corporation of India can give a healthy lead in 
this sphere by constituting two funds for this purpose. Firstly 
the Credit Guarantee Fund may be constituted to supplement 
the existing arrangements for the supply of credit to farmers 
on long-term basis. Secondly, the Credit Insurance Fund may 
be constituted to insure the loans guaranteed by the former fund 
and granted by the land mortgage banks in India. ‘The finances 
for the first are to be provided by the State Governments, Reserve 
Bank of India and the central and primary land mortgage banks 
on the basis of the amount of loans guaranteed by the Fund. 
The total guarantee provided by the Fund should not exceed a 
specified number of times the size of the Fund. The limit should 
be fixed on the basis of an estimated percentage of possible 
incidence of bad debts. The Fund should charge a guarantee 
premium on the borrower to meet current expenditures. But 
initially such expenditures should be met by the State Govern- 
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ments and the Reserve Bank of India along with the Agricultural 
Finance Corporation. The Fund is to be operated by the Life 
Insurance Corporation and it shall lend out of this fund to the 
Central land mortgage banks in the form of debentures of these 
banks or that of the central organisation formed for this purpose. 
Agricultural Refinance Corporation, Food Corporation should also 
be a party to this scheme and as such their investment policy 
should be so amended so as to enable them to contribute to this 
Fund. The object of the second fund, z.e. Credit Insurance Fund 
will be to insure the loans guaranteed by the Credit Guarantee 
Fund. The Credit Insurance Fund will enter into insurance 
contract with the Credit Guarantee Fund with each land mort- 
gage bank upon application by the latter for insurance of the loan 
guaranteed and the insured amount, as in all insurance, will be 
payable in the event of a claim arising, 7.e. in the event of total 
or partial failure of debtor’s to repay the guaranteed loan. Such 
guarantee would not only facilitate debenture issue but also loan 
disbursement and repayment. 


CHAPTER XV . 


PROBLEMS OF LAND MORTGAGE BANKS : 
VALUATION OF MORTGAGED PROPERTY 


Lanp mortgage banks advance loans on the mortgage of land 
or real estates. The business of such banks, therefore, greatly 
depends on the valuation of such mortgaged property. Much of 
the risk involved can be avoided if a proper appraisal of mortgaged 
property is being made. Such appraisal are made not only for 
guarding against the risk of a loan but also to make credit facile 
and beneficial to the borrower. Thus, the purpose of appraisal 
of the property is not only to determine that the value of land or 
property in support of the contemplated loan is sufficient in every 
respect to warrant such a loan; but also to see that the borrower 
is not put to any loss by incorrect valuation.1_ A prudent lender, 
therefore, will try to value the property mortgaged from the 
borrower’s point of view and while determining the margin of 
security he would keep in view the strength of the borrower as an 
important factor for judging the soundness of the loan.* Valuation 
of property isnot a haphazard process to be performed ina 
care-free manner but on the other hand a scientific and systematic 
process to be undertaken by the land mortgage banks with due 
understanding and care. 

It follows from this that the value assessed must be dependable. 
But at the same time it may be noted that the appraisal of land 
ig not a pure science and as such it can be done as accurately as 
human judgement permits. But in certain advanced countries 
an effort has been made to make it as scientific as possible by 
prescribing some basic formula for such valuation. Farm appraisals 
are being done in such countries on the basis of market or use 
value of resources. It is the market and use values alone which 
are important from the point of view of choice and decision 
making. ‘The obvious comparison is that of whether a given fund 
will return more if invested in resources at market values and used 

1 Reserve Bank of India, Rural Credit Follow-up, Survey, 1958-59, p. 204, wherein 
it has been pointed out that in India the members dissatisfaction over the 
Joan procedure was often intensified by a low valuation of their land. 


* William Bryant, Mortgage Lending, p. 162 
150 . 
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to produce products in the future or in alternative opportunities. 
Normal values may be established as historic quantities but these 
are of value mainly as expectation of future use values. German 
farm economists use the market value of ‘Central farms’ as a basis 
of establishing the value of other farms which have not changed 
ownership at market prices. This system is of little value in 
decision making (the major or perhaps the sole function of resource 
valuation) unless it gives an estimate of the use value as compared 
to the market value. Generally, the comparison between farms 
suggests what the market value of one farm would be, if it were 
to change hands. It does not represent’a comparison between 
the productivity and market value of a given farm or land. 

The use or productivity method of resource valuation involves 
computing the present value of a future stream of incomes. 
Present values differ greatly, depending on the number of years over 
which the income flow is forthcoming, and on whether the flow 
is terminable or one in perpetuity. In the _ conventional 
techniques wherein future incomes are discounted back to the present, 
the procedure is one of determining the quantity of money which, 
ifloaned at compound interest, will return an amount equal to 
the investment at the end of the relevant time table drawn up 
for the repayment of loan. Whereas the present day method 
takes into consideration only addition of services and resources. 
Services are of a pure flow nature when only a limited quantity of 
services is given off in one period and the use of flow in this period 
does not affect the services forthcoming in another period. 
Sunshine, rain and the spatial aspects of land are examples. 
Resources such as machines or buildings involve both stock and 
flow services when the flow of resource services and income is at a 
constant rate over an indefinite period of time, the following 
equation defining the present value of the sequence of incomes 
which supposedly is known with certainty into perpetuity : 

R 
ms 
where R refers to the annual net income and r refers to the market 
interest rate. The formula is derived from the constant income 
stream by compounding it annually. The present value of any 
income in a future year is given by the formula : 
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.... An income stream in perpetuity thus involves capitalisation 
of the income in years 1, 2, and...n. Thus the value of R 
annual income in perpetuity is: 


Ra ef abled gala 


CS Tee + 


The mathematical limit of this algebraic quantity is: 


which reduces to the following as n approaches infinity: V= : 

However, land and other resources embody both flow services 
which will be given off in perpetuity and stock resources which 
will be used up in some definite period of years. In such cases 
total income from the resources includes components with both 
terminable and perpetuity characteristics. If the terminable 
portion is certain and runs at a constant rate for exactly n years, 
the present value is given as follows, where FR refers to income in 
perpetuity and R’ refers to the terminable income of each year : 


Ge 


fs ree L 
ha tie a 


Quite often, resources of this nature include a terminable flow of 
services and a variable income which decreases or increases with 
time. In this case, decreases in income may come about as virgin 
stocks of fertility are used up, as soil erosion takes place, or as 
prices decline ; increases may take place as price increases where 
prices are known with certainty and the increase or decrease in 


income is at a constant rate, the present value can be expressed 
as: 


where J refers to the annual increase or decrease in income. This 
equation can be modified as follows where the decline or increase 
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will last for n years : 


ai Ke fay xs gta 2 
V=2 +o Gal - Gay 4) mpi oe isi aaa 


If the annual increase or decrease is expected to vary by years and 
to last for n years, the present value can be expressed best as : 


R I I 
io seian A eAaeae area ee 


where the increment or decrement is indicated as I, for the first 
year, I, for the second year and so forth. This equation repre- 
sents best the realistic situation between years in which changes 
in prices are expected to take place due to depression or infla- 
tion.? 

The valuation of lands, as the present system was unreasonably 
conservative and consequently unfair to the borrowers, seemed 
to err considerably on the lower side. Full account was not 
taken of the rise in land prices in recent years while estimating 
the average price of land. Further no account is being taken 
for the future rise in the value of land due to increased investment. 
This in fact, has created a lot of dissatisfaction among the borrow- 
ers and consequently loans of land mortgage banks unpopular.® 
It is therefore, expected that land mortgage banks should give some 
thought to the present system of valuation. In India, broadly 
there are two methods adopted for making the valuation of land: 
(a) the rental value of the land; (b) the sale statistics over a 
period. For the purpose of fixing claims of borrowers for loans, 
both the methods of valuation are considered conservative. ‘To 
understand the exact nature of such valuation we give below the 
details of the methods : 

For the purpose of calculating the rental value of the land the 
appraiser calculates the net income from the land and capitalises 
it in terms of the yield. Ideas regarding yield, however, may 
vary from State to State and locality to locality. For example, 
in Bombay a return of 4 to 5 per cent is considered reasonable in 

3 J. D. Black, Farm Management, N. Y. 1947 p. 738 and as well as E. O. 
Heady, Farm Records, Iowa, 1949 

4 & ® See the Proceedings of the Conference of Assistant Registrars, May, 1958 
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respect of dry lands and a return of 6 to 7 per cent for wet lands. 
On the other hand expectations from precarious areas suffering 
from irregular monsoons are not more than 3 per cent and are 
even scaled down to two and a half per cent. 

The procedure adopted for the valuation of land on the basis 
of sale statistics is different. In this case, sale statistics are 
collected in respect of particular area over a fairly long period, 
say 12 years, which can include years of prosperity and slumps. 
From these sales data are eliminated in respect of which the price 
data are artificial and therefore not reliable for the purpose of 
arriving at the standard. In this category fall sales of widows’ 
property, sales of trusts including temples, and benami sales. Thus 
by sifting the data the appraiser can have at_ his disposal sufficient 
data on the basis of which he can calculate the value of the 
particular land. 

A close examination of the above two methods in vogue in India 
would reveal that the system needs modification on the lines of 
modern use or productivity methods as discussed above. The 
equation first and second will give better valuation as it will 
include the fluctuation of prices. 

However, an adequate appraisal cannot be made unless certain 
basic elements are analysed. ‘The analysis is termed the appraisal 
process and consist of the following: (a) Size of land and detailed 
inspection ; (d) liens, leases, estates, and rights of any encroach- 
ment; (c) assessed valuation, taxes and special assessment ; (d) 
nearness to schools, recreation and shopping; (e) utilities’ trans- 
portation ; (f) the growth trend; (g) compatibility of the popula- 
tion; (h) the purpose of the appraisal and effective date; (2) 
determination of the relative importance of the three approaches 
of valuation of land, 2.e. : (1) the cost approach ; (2) the comparison 
or market data approach; and (3) the income capitalisation 
approach ; (j ) an analysis of the best use of land; (k) gathering, 
processing and correlation of the data necessary for making of a 
sound value estimate. 

Despite all these, judgement is a very important factor in every 
appraisal. Appraising is an observational science and not an 
exact science. A difference of 5 to 10 per cent between the 
valuation estimates of any two able and qualified appraisers should 
not be considered as serious reflection on the ability of the 
appraisers. ‘The real estate market is dynamic and subject to 
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frequent changes. For this reason valuations should be realistic 
and the data and information on which they are based should be 
current and up-to-date and methodical in approach. Personal 
prejudices should never be permitted to influence the analysis of 
a property. There are no arbitrary rules to be followed in 
reaching the final estimate of value. In U.S. A. during the past 
15 years it has been the requirements of the land mortgage banks 
to have atleast two photographs of the land and its surroundings 
in the appraisal report. This may be adopted in India with 
advantage as it will provide a permanent rec6rd of the situational 
aspect of the land valuation. 


CHAPTER XVI 


PROBLEMS OF LAND MORTGAGE BANKS: 
SERVICING OF DELINQUENT LOANS 


One of the causes of the success of mortgage banks abroad is the 
special powers enjoyed by these banks for recovering overdue 
loans in the event of default without invoking judicial procedure 
and also the fact that they have been able to develop a scientific 
method of servicing delinquent loans. During the thirties when 
mortgage banks were ina formative stage in India, the question 
assumed considerable significance due to the high percentage of 
overdues. However, in the initial stage State Governments were 
reluctant to bestow this power to the land mortgage banks.1 The 
fear expressed was that such power of recovery by foreclosure and 
sale without the intervention of civil courts would lead to laxity 
in scrutinising the security. 

After weighing the conflicting evidences and the recommenda- 
tions of the Central Banking Enquiry Committee of 1931 the 
State Governments consequently have given the power to recover 
the arrears from defaulters by the sale of produce and the mort- 
gaged land without making any reference to any court, to the land 
mortgage banks in India. But the occasion for using these powers 
arise because in most cases the loans are given without proper 
scrutiny of borrowers’ repaying capacity. In Bombay and Gujarat 
along with the valuation of land, a report of the income of the 
borrower is also prepared but the same is not done in all provinces.” 
In fact, the business habit has not been properly developed by these 
banks and the servicing of delinquent loans has not been done 
methodically and regularly. Shri B. Venkataratnam commented 
in this connection that: ‘After 23 years of existence of land 
mortgage banks, they have not been able to impart to their 
members the business habit of promptly meeting their obligations 
on the due date.’’? It is, therefore, necessary for these banks to 
evolve some scientific method of servicing delinquent loans. 


1 Indian Central Banking Committee Enquiry Report, 1931 
2 Reserve Bank of India, General Review Report, 1958-59, p. 199 


+ B. Venkataratnam, Presidential Speech to the Conference of Co-operative 
Land Mortgage Banks, Madras, 1953 
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Asa preliminary to discussion of delinquent loan servicing 
operations, it is necessary to define a delinquent loan and place 
the various types of delinquencies in proper sequence. The 
mortgage deed contains a statement of the terms for repayment of 
the loan including the principal amount, due date, rate of interest, 
instalment of repayment and other necessary details regarding 
repayment. It also includes certain requirements of the borrower 
during the life of the loan and also gives certain rights to lenders 
in case of default by the borrower. From these provisos it can be 
summed up that a delinquent loan is one on which any repayment 
specified in the deed is not made when due. A loan also becomes 
delinquent through failures by the borrower to comply with any 
other covenant of the deed of trust. Thus delinquency comprises 
any one or all of the following: (a) non-payment of interest or 
instalment; (6) non-payment of non-accrual loans, 7.e. such loans 
on which interest is not being accrued because of failure of the 
borrower to make interest payment for one or more of innumer- 
able causes and facts; (c) loans under foreclosure on which 
reinstatement progress are being enforced or loans on which 
foreclosure action will be completed ; (d) unpaid taxes and final 
dues; (e) unpaid loan charges and renewal of loan charges which 
include one or all of them; (f) miscellaneous charges; and (g) 
unpaid assessments, encumbrances and liens and other charges. 

The main functions of delinquent loan servicing operation of 
the banks is to restore all possible delinquent loans to good 
standing, i.e. to bring them up-to-date in all respects. The work 
is called rehabilitating or retrieving. It also means keeping the 
number of loans transferred to other real estate at a minimum, 2.e. 
loans which foreclosed or under foreclosure procedure. The 
functions can be summed up as follows: (a) to prevent loans in 
good standing and delinquent loans from dropping down into the 
established delinquent loan classification; (b) to see that all 
unpaid taxes and loan advances and miscellaneous charges are 
paid; (c) to have any breach in any of the covenant of the deed 
of trust or mortgage corrected ; (d) to maintain adequate informa- 
tion on any loan, subject to criticism or comment by examiners ; 
(e) to index all loans on which the principal balance is more than 
the permitted percentage of the appraisal value; (/) to keepa 
ready reference break-down on loans by type or properties ; and 
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(g) to keep accurate records of charges and changes in delinquent 
classifications. 

It is the general practice of these banks in foreign countries 
like U.S. A. to send a statement of payment—past dues when the 
first delinquency occurs. This statement gives in detail the 
amount of interest, instalment and loan, trust funds, and past due. 
More borrowers remit the amount of dues on receipt of this notice. 
Further the establishment of the collection system on a person- 
alised basis has undoubtedly improved delinquent loan servicing 
operations and customer relations and has reduced delinquencies. 
Form letters have been eliminated by most lenders. Such letters 
have a very formal impression on the borrowers and, as such, of 
no consequence. Instead of sending such formal letters an effort 
is being made to treat each case on its own merits and fit the 
approach to the circumstances surrounding the individual situa- 
tion. Where the borrower fails to respond to the delinquency 
notices, it is not very unusual to arrange an interview at the 
lenders office. If this cannot be done a personal call by the 
manager of the bank may doa lot of unexpected good. In pre- 
paring for an interview with a borrower, the servicing officer 
should study all pertinent facts and the contents of the loan files 
prior to the interview. The loan file of the borrower should 
contain in all cases: (a) loan history sheets which give in chrono- 
logically the synopsis of all interviews; (b) field reports covering 
personal contacts ; (c) credit information about the borrower ; 
(d) original copy of the appraisal report ; (e) copies of the bank 
examiners’ comments or criticism; and (f/f) the original loan 
agreement and any charges and changes made subsequently, the 
interest and principal payment. 

Every effort should be made during the interviews with a 
borrower of delinquent loans to impress on the borrower the 
seriousness of delinquency. Thus an interview should always 
be conducted on the basis of complete co-operation and encour- 
agement, but it should be stressed that the loan must be restored 
to good standing by some programme of repayment satisfactory 
to the lender. In the interview the confidence of the borrower 
must be won and _ lender’s attitude should always be friendly and 
sympathetic. Above all interviewer must use tact in order to 
avoid the ill-will or resentment. The need to think carefully of 
repayment plans for indviidual members has not been adequately 
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realised, in most of the developing countries, nor has there been 
sufficient additional repayment of old debts in more favourable 
years. Another common failing-has been abuse by co-operative 
bank’s members of their position ; they secured large loans which 
they were unable to repay and so became unable to control other 
defaulters.4 Credit is indeed a double-edged sword that may 
destroy the unskilful wielder. 


4 International Labour Office, An Introduction to Co-operative Practice, Geneva, 
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CHAPTER XVII 


THE AGRICULTURAL REFINANCE CORPORATION 
VIS-A-VIS LAND MORTGAGE BANK 


In the sphere of long-term credit, however, no_ perceptible 
progress has yet been made. No doubt the existing long-term 
credit structure consisting of co-operative central land mortgage 
banks at the top and primary co-operative land mortgage banks 
below, have been attempting to provide loans for productive 
as well as non-productive purposes provided, of course, adequate 
security is forthcoming and the repaying capacity of the 
borrowers assured. But these banks in the context of the heavy 
burden of indebtedness with which the cultivator was saddled 
following the depression of the thirties, had the initial aim of 
funding such debts and providing for their repayment over 
a long period, so that in respect of current needs the cultivator 
would be eligible for institutional credit, without facing the 
continuous pressure for the repayment over a_ long period 
of old and heavy debts due to private credit agencies. 
As has been seen earlier, even this was achieved only to a small 
extent; as many extraneous factors come in the way.’ 

In recent years no doubt, there has been a switch-over, to 
some extent, from the financing of non-productive purposes 
such as repayment of old debts, to the financing of productive 
purposes. However, such loans have been rather diffused 
and certainly not aimed at anything like the development 
of a specified area or specified crop or the undertaking of 
specific projects for agricultural development which are 
included in the national plan.? The schemes of productive 
loans could not fructify despite the fact that there are vast 
areas of cultivable waste lands in the country which can be 
brought under plantation crops such as_ rubber, coconut, 
arecanut, pepper, cardamom, elc. if suitable schemes can be 

1S. B. Mahabal, Agricultural Development and Co-operative Finance, 
Indian Journal of Agricultural Economics, March 1963, p. 186 

2 V.Sivaraman, ‘The Agricultural Refinance Corpcration’, The Financial 
Observer, Annual Number, 1963, p. 51 

* Reserve Bank of India, Rural Credit Follow-up Survey, 1958-59,p. 202 
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drawn up and implemented. In fact, it has been reported 
that in some cases such long-term finances were misused by 
the borrowers. In such cases the situation became all the 
more aggravated when the fellow members belonging to the 
same socio-economic group did not report misutilisation of 
such loans because of the simple fear of becoming unpopular 
in the village or because of their close ethnic relations.* 

However, the financing of such schemes cannot in all cases 
be brought within the purview of land mortgage banks as 
they may involve some departure from their normal lending 
policies especially in regard to security, maximum permissible 
quantum of finance per individual borrower, terms of repayment 
of loans, etc. For example in the case of certain plantations 
like coconut and rubber, there will be a time lag between 
the initial outlay on the preparation and cultivation of land 
and the getting of normal yield therefrom. During this period, 
the farmer may not be able to pay his loan instalments nor 
even interest repayment in certain cases. Thus, there will be need 
for deferred repayment of principal and interest. This in 
turn, has its own impact on the manner in which the funds 
are raised and calls for institution! support for the floatation 
of debentures for these purposes. Another aspect of 
development credit under such conditions may be that the 
scale of financing may have to be related not to the existing 
value of the land offered in mortgage but to its anticipated 
value after the completion of the improvement or development 
which is being financed. To minimise the risk inherent in 
such a situation from the point of view of the lending bank 
and to stimulate the flow of such finance, one way out, which 
has been thought of, is that of the Government guaranteeing 
the lending banker to the extent of the difference between 
the existing value and anticipated value of the hypotheca. 
This may also be minimised by adapting more scientific methods 
of land valuation as suggested in the relevant chapter of this 
work. No doubt, by the creation of the Long-term Operations 
Fund, the Reserve Bank has come to the rescue, to a small 
extent, to provide assistance to long-term agricultural project 
loans in the form of purchase of special debentures which 


* Harpal Singh, ‘Agricultural Development and Long-term Co-operative 
Finance’, Indian Journal of Agricultural Economics, March 1963, p. 191 
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land mortgage banks might be floating in this connection. 
There is however, a limit beyond which the Reserve Bank 
cannot lend its support, since the above Fund has also to 
be drawn upon for providing loans to State Governments 
to enable them to contribute to the share capital of co-operative 
credit institutions, for the issue of medium-term loans to 
State co-operative banks and for purchasing a major part 
of the rural debentures issued by central land mortgage 
banks. z 

Recognising these and other special problems arising in the 
long-term financing of agriculture, the Reserve Bank of India 
and the Government of India actively considered the constitution 
of an Agriculutral Refinance Corporation and the Corporation 
has now started functioning from July 1, 1963. The Corporation 
has been mainly set up to meet the special requirements 
of major projects for increased agriculutural production 
which the existing credit agencies are unable to provide. 
The schemes for which the Corporation is expected to provide 
refinance will have to be well-defined projects in conformity 
with the provisions of the Five Year Plans and will have to 
be compact in area, econmically paying, susceptible of close 
and intensive supervision. The schemes proposed for financing 
by the Corporation may include: (a) financing of the 
reclamation and preparation of land, so that, in particular, 
facilities for irrigation are fully utilised; (6) financing the 
development of specialised crops such as arecanut, coconut, 
cashewnut, cardamom orchards and vineyards; (c) develpoment 
of mechanised farming, use of electricity through tube wells, 
pump sets, and (d) development of animal husbandry, dairy 
farming, pisciculture and poultry farming. 

The Corporation will provide assistance mainly by way 
of refinance to central land mortgage bank, State co-operative 
banks and scheduled banks and in exceptional cases where 
the need for it is pronounced, such co-operative societies as 
are recognised for the purpose by the Reserve Bank. As the 
central land mortgage banks raise their resources by the 
floatation of debentures, the assistance provided by the 
Corporation to them may generally take the form of 
subscription to their debentures. The refinance facilities from 
the Corporation will be available to an eligible institution 
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only if the concerned government guarantees the repayment 
of the principal and payment of interest on loans. There is, 
however, a provision that the Corporation may waive the 
requirment of Government guarantee in cases in which other 
security to the satisfaction of the Corporation is made available. 
The maximum period for which the Corporation can provide 
assistance is 25 years. Among other business that the 
Corporation may take up is the guaranteeing of deferred payments 
in connection with the purchase of capital goods from 
outside India. 

The authorised capital of the Corporation is Rs. 25 crores 
divided into 25,000 shares of Rs. 10,000 each of which 5,000 
shares have been issued in the first instance. The Reserve 
Bank has taken up shares of the value of Rs. 2°50 crores; the 
State co-operative banks and central land mortgage banks 
would be contributing Rs 1°50 crores and the scheduled banks, 
Life Insurance Corporation, insurance and investment companies 
rupees one crore. If any shares referred to above remain 
unallotted they would be subscribed for by the Reserve Bank 
of India with provision for their disposal by the Bank in 
accordance with Section 5 (4) of the Agricultural Refinance 
Corporation. No single institution will be allotted more than 
10 per cent of the shares allotted to that class of shareholders. 
Subsequent issues of shares are to be made in the same 
proportion in which the first issue is made with the only 
relaxation that the 10 per cent ceiling on holdings by any 
single institution will not apply. The shares are guaranteed 
by the Central Government both as regards repayment of 
principal and payment of minium amount of dividend. This 
has been fixed at 44 per cent in the case of first issue. The 
special feature of the shares is that they will be treated as 
trustee securities and approved securities for the purpose 
of the Insurance Act, 1938 and the Banking Companies 
Act 1949; 

The Corporation will receive an interest-free loan of Rs. 5 
crores from the Government of India, the repayment of which 
will commence after 15 years from the date of receipt of the 
loan, ‘The various ways in which the Corporation may raise 
funds for its requirements have been laid down in Section 
20 (1) of the Agricultural Refinance Corporation Act. It will 
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be seen therefrom that the Corporation is empowered to 
borrow from the Reserve Bank of India for periods not exceeding 
18 months. It can borrow from the Central Government 
or other organisations and. institutions approved by the 
Government of India. It can also accept deposits from 
institutional investors and others for periods not less than 
12 months. To further augment its resources, the Corporation 
is entitled to float debentures and issue bonds. It is permitted 
to borrow, with the prior consent of the Central Government, 
in foreign currency from any bank or financial institution in 
India or elsewhere. The maximum borrowing power of the 
Corporation is limited to 20 times its paid-up capital and 
reserve fund. With a view to enabling the Corporation to 
raise its working capital, provision has been made for the 
Reserve Bank to keep with the corporation the dividend 
accruing on shares held by it as interest-free special deposit for 
a period of 15 years. 

The management of the Corporation is vested in a board 
of directors consisting of nine persons. The Deputy Governor 
of the Reserve Bank of India who is in charge of the Agricultural 
Credit Department is also the Chairman of the Corporation. 
The Government of India have nominated three directors 
and one director, besides the Managing Director, has been 
nominated by the Reserve Bank of India. The Board has 
three representatives one each from (a) the State co-operative 
bank, (b) central land mortgage banks, and (c) scheduled 
banks, Life Insurance Corporation, investment and _ other 
insurance companies. 

It is hoped that with the active co-operation of the State 
Governments and Centre and close co-ordination among the 
Agriculture, Co-operation and Finance departments of every 
State which is so necessary for preparing any worthwhile 
scheme of agricultural development, the high expectations 
held of the Corporation, may, at least in part, be realised in the 
years to come. 

There are, however, some important lacunae both in the 
management and lending operations conceived for the Cor- 
poration. These may be summed up as follows: (a) the board of 
management is overloaded with officials of Government and the 
Reserve Bank of India, and very little represenation has been given 
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to the institution which can become the main source of long-term 
financing of agriculture in India, 7.e. land mortgage banks. It 
has become almost a convention with the Central Government 
to enthrone either its own officials or its constituted unit officials 
as chairman despite the fact that these officials may be overworked 
in their own sphere of work. In this case also the Deputy Governor 
of the Reserve Bank of India has been made the chairman of the 
Corporation. The Deputy Governor in question is also incharge 
of the Agricultural Credit Department of the Reserve Bank of 
India. Government patronage in agricultural finance need not 
be questioned, in fact, it is almost a necessity in under-developed 
countries because of the peculiarities of agricultural finance.° 
But what is regretted is the overburdened officials are being 
asked to head the organisation converting it into a mere 
department of the Government by giving them an overwhelming 
majority in the Board. This may have been done for the safety 
of funds which is largely provided by the Government. But it 
should not be lost sight of that the safety of funds in 
such institutions depend neither on guarding the funds 
nor on liberalising credit under Government patronage, 
but on healthy functioning which in turn will largely depend 
on the dynamic attitude and working of the organisation. 
(b) it has been provided in the constitution of the Corporation 
that loans are to be advanced on the basis of specific projects of 
agriculutural development. But no organisation has been 
conceived for making a careful enquiry into the types of 
agricultural improvements needed and the likely demand for 
long-term credit for carrying them out in the area of its operation. 
Such enquiry would he very helpful and it should be carried on 
by the Corporation with an object tostudy the types of proprietary 
interests, their right to alienate land along with the development 
programme so as to evolve a policy suited to the prevalent land 
tenure and tenancy conditions. In case the Corporation desires 
to finance only such projects which have been drawn and 
executed by the State Governments it would be necessary for it 
to have a liason department to bring both the orgnisations 
together. In any case, the Corporation would have done better 
Justice if provision had been made for a Planning and Research 


® B. O. Binns, Agricultural Credit for Small Farmers, p. 10 
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Department under its fold for helping the member land mortgage 
banks to draw up plans in consonance with the objective of 
the broad plans of the Planning Commission and the State 
Governments so that it would not have to depend entirely on 
individual and institutional enthusiasm for obtaining loan 
applications; (c) an attempt has been made to give represen- 
tation to the scheduled banks in the management of the 
Corporation. The idea of such an association appears to be ill- 
founded as most of these scheduled banks cater for manufacturing 
industries and commerce and not for agriculture. It is therefore 
surprising that these banks have also been given a place of 
position in the Corporation. The Reserve Bank of India and 
the Central Government might have thought that such an 
association would enable the sectoral flow of funds from the 
manufacturing industries to agriculture, but so far as one can 
read at this stage, such a flow will be in the reverse way as these 
banks are more urban biassed than having rural affinity;* (d) 
the provision of getting a guarantee from State Governments 
appears to be superfluous and vexing. In most cases it has been 
reported that the State Governments takes time to give such 
guarantee as, perhaps, such special development schemes for 
which loans are being demanded by farmers involve greater 
responsibility and therefore need more close scrutiny. It would, 
however, doa lot of good to the land mortgage banks if they 
are spared of such dilatory process and the Corporation may 
directly undertake the work of examining the details of such 
programmes of development and subscribe to special debentures 
floated by the land mortgage banks without getting the formal 
guarantee from the Government. Moreover, it would have been 
advantageous both for the land mortgage banks as well as the 
Corporation if there had been provision of such powers for the 
Corporation wherein it could have floated debentures for and on 
behalf of land mortgage banks.? Such central distribution and 
floatation is advantegeous for farmers as well as land mortgage 
banks as has been detailed in the previouschapter; (e) it is almost 
invariably found expedient to provide farmers, especially the 
small-scale farmers typical of our country, with extension services 

6 Reserve Bank of India, Trend and Progress of Banking in India, 1962 

7 It has been given power to float debentures independently for its own 
resources, 
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of all kinds in the form of advice and consultation.’ ‘This has 
not been provided in the function of the Corporation; (jf) the 
institution involved in agricultural finance must also be concerned 
with a range of services well outside the strictly financial sphere, 
usually taking the form of the provision of equipment, seeds, 
marketing facilities and provision of fertilisers. In India, the 
Planning Commission emphasised such type of credit as early as 
1956 while framing the Second Five Year Plan.® But no such 
provision has been made in the field of work of the Corporation; 
and (g) in addition to these, the assistance of the small-scale 
farmer is a matter of political and social importance, quite apart 
from its economic significance. As a result of all this, any 
institution involved in the provision of credit to agriculture 
almost essentially needs to be subsidised in one way or the other. 
The most common way of subsidising such loans is to grant them 
at cheaper rate of interest as compared to market rate.° The 
Corporation, has however, not provided for any such subsidised 
loans. 

Thus in the larger context of agricultural development it may 
be suggested that the Agricultural Refinance Corporation, may 
be re-organised as Agricultural Development Bank. The change 
in nomenclature is not for nothing. In fact, starting from a low 
level of inputs in the farm economy, in India, the hope for 
developing agriculture rests on the programme of input 
intensification. Ironically enough, barring the fixed and 
traditional forms of inputs, 7.e. land and family labour, the 
vicious circle of low income, low saving, and consequent low 
investment makes it difficult to embark on the programme of 
input intensification with traditional type of credit institutions. 
Hence the Development Bank should be so conceived as to 
provide an integrated programme of agricultural development, 
outlining the basic as well as specific forms of inputs. This 
implies that the Bank will have to play a vigorous and expanding 
role in the development of agriculture and agriculturists and on 

8 U. Tun Wai, ‘Interest Rates Outside the Organised Money Markets of Under- 
developed Countries’, JMF Staff Papers, Vol. VI, No. 1, November 1957, p. 94 


® Government of India, Second Five Year Plan, p. 226, also see Diamond 
Development Banks, Maryland, pp. 16, 48 and also see ‘A. Ali, ‘Banking in the 
Middle East’, IMF Staff Papers, Vol..WI No. 1, November 1957, p. 67 


10 United Nations, Domestic Financing of Economic Development, p. 84 
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this process tone up the long-term borrowing and lending capacity 
ofland mortgage development banks, to be developed district- 
wise in all States, with not only financial assistance as is usual 
for such central institutions, but also with assistance and 
technical know-how needed for agricultural development. As 
has been argued earlier that such institutions in an under-developed 
country cannot be entirely private or co-operative ones, these 
institutions may be developed with State assistance and the 
guidance of the Reserve Bank of India as a subsidiary of the 
Reserve Bank of India or an independent Corporation with 
institutional investment.” 


1 Gf. P. T. Bauer’s statement, “There is no inherent merit in supplying 
credit or marketing facilities by this (co-operative) form of organisation rather 
than by private firms or openly by Government departments’—Vide Indian 
Economic Policy and Development, p. 76 


CHAPTER XVIII 


LAND MORTGAGE BANKS AS LAND 
DEVELOPMENT BANKS 


Inp1A still has an economy dominated by its agricultural sector. 
Just as the relatively limited progress in rural India has paced 
the over-all rate of growth, so the unusual crop achievements in 
selected years have had a decisive overall effect. In view of 
India’s economic structure in the pre-Plan years, the key role of 
agriculture in it was to be expected, and as such there should 
have been greater achievement in this sector.1 But on the most 
obvious quantitative grounds, progress in agriculture would seem 
to hold a key to ready expansion in total national product.” 

Limited development of this nature usually would mean enclave 
development ; the economic contrast between the slow growth in 
the urban sector and the essentially static conditions in the rural 
economy is increasingly enhanced. In the limited Indian urban 
market, industry geared primarily for domestic consumers was 
restricted to scales and methods of operation in which costs became 
increasingly out of line with industry elsewhere. However more 
dynamic the urban sector was than the rest of the economy, 
expansion and growth possibilities were reduced.? 

In this situation, barriers to rural-urban interchanges of goods. 
people and ideas grow rather than diminish. Production economies 
of urban centres are not rapidly transmited into the rest of the 
economy. Consumption patterns, saving habits, labour skills and 
attitudes, price-supply relationships all carry imprints of this 

! A Jong and impressive series of reports prepared for the Government of India, 
by expert groups over some thirty years have urged new devices, institutions and 
programmes to meet the needs and challenge of Indian agriculture. Nor have 
the news been played down in the Plans, or in the painful official re-appraisals 
of the past few years. See Government of India, Appraisals and Prospects, pp. 38-45, 
and in Re-appraisal, pp. 13-15. Similarly foreign specialists reported in 1959 its 
inescapable conclusion that an immediate and drastic increase in grain output 
is India’s primary problem of the next seven years. See, Report on India’s Food 


crisis and steps to meet it by the Agricultural Production Team sponsored by the 
Ford Foundation, Delhi, April 1959 


* Government of India, Appraisal and Prospects, pp. 39-40 
3 The Economic Weekly Annual, January 1959, Agricultural Development. 
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pattern of dwarfed development. And it is this complex that the 
new programme of rural re-organisation must tackle. What are 
essential, however, are programmes which would be dealing with 
rural people on an individual basis, seek to involve them in more 
productive processes by convincing them that greater output and 
consumption are possible through their own actions. 

But the picture of Indian villages which emerges from several 
learned studies suggests a traditional peasant society where inter- 
personal relations are subject to mutual accommodation and 
adjustment according to the consensus Of the village elders. 
Vertical mobility is very limited and the vast majority of indivi- 
duals view themselves as performing a given activity and function 
in life and their status and the circumstances impinging on them are 
not subject to their influence. Various cultural inheritance from 
earlier periods, explicable only in terms of history of each society, 
may govern many aspects of their life. Relationships among 
people in such a society are governed by bonds of family and caste 
more than by some objective interdependence, even that of personal 
preference, to say nothing of functional interdependence. There 
are diffuse, imprecisely bound responsibilities among community 
members as against the more rigid, specific connections demarcated 
by the law and contracts familiar in the Western world.® 

No new treatment of the problem of agricultural development 
will be meaningful, if the diversities and variations so prepon- 
derant within rural sector of our economy are not realised. This is 

4 Recently note has been taken of the absence of a picture of the social struc- 
ture and social dynamics of rural India. With great imagination the Committee 


of Direction of the Reserve Bank of India, Rural Credit Survey attempted to fill 
the void. See Reserve Bank of India, All India Rural Credit Survey, Vol. II, p. 54 


5 This should not, however, be interpreted as if India is not changing even 
today. In fact as Taya Zinkin has observed: “Under the wings of change a 
land inhabited by 380 million people, one sixth of humanity, is waking up, 
stretching limbs stiffened with slumber of centuries. In one sweep, India is 
undergoing all the revolutions which have taken two centuries in the rest of the 
world. Equality and political rights; industrialization and urbanization ; 
agrarian reforms and agricultural improvements ; science and technology ; social 
and personal emancipation are combining to transform a contended, static, rural, 
ritualistic society into a new and dynamic one where privilege is no longer 
inherited, where women are men’s equals, and where harijans (untouchables) 
are as important as brahmins.” Taya Zinkin, India Changes, Oxford University 


Press, 1958, p. x1. 
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all the more important in the content of the present study. The 
farm communities, using a simplified classification, can broadly 
be divided into three groups based on the size of their holdings. 
Group one consists of big farmers with relatively higher incomes 
and higher savings, and are by and large, capable of financing 
long-term capital investment projects either entirely from their 
own accumulated savings or with such external assistance as 
would be readily available to them, because of their economic and 
social status. The problem here, is not so much of finance being 
made available to them as that of mobilising their own savings, 
creating the habit of thrift and preventing the savings from going 
down the drain of conspicuous consumption, and of raising their 
levels of aspiration, and thus increasing entrepreneurial ability. 
Group two consists of small farmers with tiny holdings of uneco- 
nomic size, often without permanent and heritable rights. Most 
of these farms are run in deficit, and are incapable of maintaining 
even a small family. These farmers, therefore, to supplement 
their marginal income from land, have to resort to other occupa- 
tions like agricultural labour, arts and crafts and other profession. 
This group of farmers, lack long-term perspective of land deve- 
lopment and are relatively disinterested in creating long-term 
capital assets, foregoing their bare living incomes. Moreover 
the very size of their holdings makes the creation of these long- 
term assets uneconomic and unrewarding on individual holdings. 
Further for projects like minor irrigation, even if they want, they 
can never accumulate savings enough to undertake these projects. 
Because of their small landed and other property, their access to 
the Government or co-operative sources of finance will also not be 
easy. It is also not safe for these farmers to borrow heavily as 
pointed out by Dr. CG. H. Shah in his study, Conditions of Economic 
Progress of Farmers maintains ‘Neither the magnitude of debt nor 
the terms of borrowing, nor the purposes for which the amounts 
are used, help or hinder the economic rise of a farmer as much as 
whether the borrowing is within the repaying capacity or beyond 
it’.6 However the repaying capacity of this group may be aug- 
mented if proper direction of investment and farming practice is 
given to this group. There is a third category of farmers, with 
more or less economic holdings with marginal savings, adequate 


6 [bid., p. 19 ¢ 
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family labour and manageable farm production activity. The 
farmer here does not suffer from limited levels of aspirations, 
as some of the bigger farmers do, and the size of holdings being 
above the economic minimum is no hindrance in the way of 
increasing agricultural production.’ However, their marginal 
savings can at best be relied upon to finance the needs of short- 
term circulating capital and as such they are in search of such 
agency which can provide long-term capital to them. At present 
two sources of finance, z.e. Government and co-operatives are 
open to them but these have proved to be inadequate.® 

In these conditions, new types of credit societies singly could 
not initiate significant changes in economic practice in rural 
India. Indeed, it has been argued that, even under favourable 
circumstances, it will take a very long time to create a force for 
technological progress in a peasant society through a shift in the 
relative importance of the existing components of the society in 
favour of those most dedicated to economic change.® 

While there is widespread need for new action and _ institutions 
directed towards economic progress in rural India, there has in 
the past been occasional achievement in some community deve- 
lopment blocks, especially in commercial crop areas. Unfortu- 
nately not enough of these cases have been subjected to detailed 
analysis. Itis as hard to find a satisfactory interpretation of 
rural progress as of rural stagnation. One study, however, is 
particularly helpful in this regard. It is a comparative analysis 
of change in two villages, one wet and one dry. The study 
undertaken by Mrs. Epstein has clearly revealed the multifaceted 
nature of the process of change in a static rural environment and 
the mutually re-enforcing nature of these individual facets. The 
two villages began to change under the impetus of new overhead 
investment and thus the two cases point out the need for external 
stimuli in dealing with the broad problems of rural change in 
India. Similar impact has been noted in our study. 


7 Kusum Nair, Blossoms in the Dust, London, 1961 
8 S.N. Sen, Central Banking in Under-developed Money Markets, Calcutta, p. 210 
® Everett E. Hagen, The Process of Economic Development and Cultural Change, 
Vol. V. No. 3, 1957, pp. 206-213 and also see Selig S. Harrison. 
10 Scarlett T. Epstein, A Comparison of Social Change in a Dry and Irrigated Village 
in South India, 1957, pp. 7-13. See also the survey undertaken by Shri 
Udaibhansinhji as quoted in this study, p. 86 
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What then should be the strategy for the development of our 
agriculture? It is obvious that in our special political and 
economic situation neither laissez-faire nor collectivisation can be 
accepted as stimuli for such growth. Moreover, in a country 
where the population pressure is so great and the land-man ratio 
is so low as in India, our approach should be such as to least 
disturb the man behind the plough. It is obvious therefore that 
our basic approach has necessarily to be a suitable form of invest- 
ment stimulation wherein land saving is created. Such stimula- 
tion can be given only when a strong and efficient resourceful 
institution is created with a provision for intensive agricultural 
research and adequate supply of fertilizers, pesticides, improved 
seeds, livestock and modern agriculture implements. 

The programme for agricultural finance on long-term basis 
under the Second Five Year Plan provided for developing land 
mortgage banks so as to make long-term finance available 
to farmers for carrying out improvements in fields. As a 
result, organisation of land mortgage banks received a fresh 
impetus with the initiation of the Second Plan. During the 
First Plan period Saurashtra, Hyderabad and Assam had 
organised central co-operative land mortgage banks while 
Madras, Bombay, Mysore and Orissa had them already in 
operation. The Second Plan provided for the organisation of 
an apex land mortgage bank in each State where there was 
none, and fixed an overall target of Rs 25 crores for long-term 
credit which was more than eight times the volume of advances 
at the end of First Plan Period. Accordingly apex banks were 
established in Bihar, Kerala and Rajasthan during 1957, in 
West Bengal and the Punjab during 1958 in Uttar Pradesh and 
Goa during 1959. The present study reveals that in 1960 about 
70 per cent of loans advanced were for non-redemption purposes. 
The owned capital of central land mortgage banks was about 
13.9 per cent of their working capital, an increased percentage 
from the previous years, the rest of it being borrowings in 
the form of debentures. About Rs 2,707 lakhs of the working 
capital were obtained from debenture floating, most of which 
carry State guarantee of repayment and subscription. The 
total loans granted by these banks were to the tune of Rs. 852 


1S. R. Sen, The Strategy for Agricultural Development, p. 13, and also see IMF 
Economic Development with Stability, Washington, 1953, pp. 42-48 
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lakhs in the year under study, i.e. 1960. The land mortgage 
banks in Gujarat, Maharashtra, Andhra Pradesh, Madras and 
Mysore accounted for the major portion of long-term loans 
advanced by these banks, while in Assam, Punjab and 
Madhya Pradesh progress of these banks was not commensurate 
with the size of the States. Moreover, the co-operative 
institutions themselves, financial as well as others, appeared to 
have taken only a limited interest in investing their surplus 
funds and liquid assets in debentures of land mortgage banks.1% 
For the integrity and self-reliance “of these institutions 
catering agricultural finance a greater degree of mutual inter- 
dependence should be aimed at. Considering that debentures 
of these banks carry full guarantee of principal as well as 
interest of the State Governments, it 1s hard to explain the 
present disinterestedness; the only obvious factor may be mutual 
distrust. However, the needs of land mortgage banks are 
growing and as such a more active policy of investment in the 
debentures floated by these land mortgage banks is_ being 
suggested. Added to this difficulty, these banks, as at present 
staffed, are unable to comprehend simultaneous action to 
increase inputs of fertilizers, better seeds, pesticides and 
interculture. It was under these pressing circumstances that 
the Agricultural Production Team was constrained to remark, “we 
have found that the co-operative banks and primary societies 
are not familiar with agricultural programmes being conducted 
in their areas, nor are they acquainted with their agricultural 
technicians’.44 Further, it has been reported that these co- 
operative banks make disproportionately promises to advance 
credit which are later not fulfilled.1* In fact, co-operatives can 
claim no special merit for being entrusted with the role of 
disbursing long-term development credit. ‘The function can better 

12 Of the 463 primary land mortgage banks in the country at the end of 


1960-61, as many as 317 or 68 per cent were concentrated in Andhra Pradesh, 
Madras, and Mysore. See India,1963, p. 229 

13 Out of the total investments of the Co-operative Banks of Rs. 46°48 crores 
at the end of 1960-61, of which only Rs. 21.87 crores represented investment in 
Government and other ‘Trustee Securities including debentures of land 
mortgage banks. 

14 Report of India’s Food Crisis and Steps to Meet it, April 1959, p. 38 

15 Harpal Singh, Preparation of Production Plans for Farmers, ADP, U. P. 
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be performed by the Government with its elaborate agencies.'® 
It is, therefore, necessary to evolve such agricultural credit 
organisations which should be concerned with a range of 
services well outside the strictly financial sphere, usually taking 
the form of the provision of equipment, seeds, marketing 
facilities, all at something well below the cost for some time to 
come. All these make farm credit quite different in kind from 
that of industrial credit.’ To add to this, it may be said that 
despite the fact that the process of monetisation'® and general 
flow of funds in rural areas was on the increse, it had not been 
providing any encouragement to cash dealings as well as cash 
savings.? 

The setting up of the Agricultural Refinance Corporation in 
close association with land mortgage banks and _ co-operative 
societies is certainly a singnificant move. However, as we have 
seen in the preceding chapter this institution needs reorganisa- 
tion as Land Development Bank to enable it to function more 
in conformity with the growing demands of agricultural credit 
in cash as well as in kind. As it would work with the help of land 
mortgage banks for long-term lending, it is also required that 
such banks should also be reoganised accordingly. Such banks 
have a special responsibility to ensure that all the loans 
advanced by them, whether for digging wells or for the purchase 
of pump sets, are utilised exclusively for those purposes. 
Mis-application of funds have been neglected so far at the cost 
of these banks as well as the farmers involved therein.2° In 
addition to this, assistance to the small farmer is a matter of 
political and social importance, quite apart from its economic 
significance, and abolition of the small farmer was neither 

16 Harpal Singh, ‘Agricultural Development and Long-term Co-operative 
Finance’, Indian Journal of Agricultural Economics, January-March 1963, p. 192 


Ww M. Digby, The World Co-operative Movement, London, p. 156. See also 
G. J. WHolyoake, History of the Rochdale Pioneers, London, 1857, and also 
International Labour Office, Co-operative Action in Rural Life, Geneva, 1939 

18 Wilfred Malenbaum, The Nonmonetised Sector of Rural India, Cambride 
1956 and also P. C. Mahalanobis, National Sample Survey Ninth Round, April, 
October, 1955 

19 JTbid., as above. ‘In rural India relatively few families conduct all their 
important transactions in monetized form.’ 


20 United Nations, Domestic Financing of Economic Development, p. 84 
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feasible nor desirable. The issue was therefore both an economic 
and a social one, and the credit problems involved could not 
be solved as an independent technical problem outside the 
general framework of social and economic policy. A part of the 
assistance might be given with the idea of eventual repayment, 
and part of it without hoping to be reimbursed, more as a 
relief measure than as an extension of credit.” 


EssENTIAL FEATURES 


There is, therefore, a presumptive case in our country that a 
new institution or entirely re-organised existing institution for 
agricultural credit may be necessary to help in providing 
Jong-term credit as well as those other essential ingredients of 
such credit. It may therefore be suggested that the existing land 
mortgage banks, both at primary and apex level, be re-organised 
as Land Development Banks. The essential features of their 
activities may be summed up as follows: (a) These would 
advance finance to farmers not only on the basis of land valuation 
but due consideration would be given to the value of the crop 
raised and expected to be raised; (b) These would utilise local 
knowledge and talents, if any, not through the primary banks, as 
these banks need not be established at the initial stage, but by the 
loan committees specially organised for this purpose for the initial 
scrutiny of loan applications and for helping farmers in the pre- 
paration of loan case; (c) These would adopt an integrated 
approach to credit and agricultural development and for that it 
would set up suitable technical and administrative machinery 
consisting of experts in agriculture, engineering and economics, 
especially agro-economics; and (d) these would set up its own 
machinery for supervision and planning of investments in agri- 
culture in the private sector. Thus such banks would provide 
credit, plan credit requirements and supervise the use of credit 
by farmers in agricultural development. 

These hanks would, therefore, provide the following types of 
credit to farmers: (a) Crop production loans : such loans may be 
used for the preparation of the land for the crop, purchase of 
seed and fertilisers, and for subsistence. Generally such loans 
may cover a period of nine months and may be released in three or 


21 Tbid., as loc. cit. in?® 
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four instalments. To secure such loans, farmers have to pledge 
their crop to the bank of his locality, the maximum permissible 
amount of the loan being 60 per cent of the value of the pledged 
crop. The interest rate should be below the market rate and 
in any case should not exceed 5 per cent and as such should be 
subsidised by the Government or Reserve Bank of India; (b) 
Farm improvement loans: such loans may be granted to cover 
needs like the cost of plough cattle, farm implements and equip- 
ment. Such loans will be granted on the security of land and 
crop. Loans obtained for the purchase of plough cattle are 
repayable in three instalments while those for farm implements 
and equipments will be repaid within one year. The interest 
rate should be the same as that of crop production loans. The 
total amount of such loans should not exceed certain percentage 
of the security offered and such limit should be decided in consul- 
tation with the loan committee or local committee, as the case 
may be; (c) Commodity loans: these may be granted to 
farmers who deposit their produce in the warehouses of either 
land development banks or that of Government. The maximum 
limit of such loans will be 80 per cent of the security offered, i.e. 
the commodity stored. All existing crop production or farm 
improvement loans are to be recovered before such loans are 
granted but no rigidity should be observed in this case. The usual 
period of such loans will be 180 days and interest rate may be 
charged not exceeding 6 per cent a year; (d) Facility loans: 
these loans may be granted for the construction of wheat grinding 
mills or for the purchase of large irrigation pumps or refrigeration 
and other such equipments or for setting up small agro-industries 
like gur, khaddar and dairy. Such loans may be generally 
granted to groups of farmers like co-operative farms. The maxi- 
mum limit of such loans will be 80 per cent of the security offered 
in the form of property valuables like jwellery and land. However 
the maximum limit may be extended upto 100 per cent if the 
machinery purchased is of such type that commands ready sale 
value. Repayment may be made in easy instalments, the total 
number of which vary according to whether the facility is perma- 
nent, semi-permanent or movable. The interest rate charged for 
such loans may not exceed 8 per cent pér annum; and (e) 
Merchandise loans: loans may be granted to the farmer or 
marketing societies to enable them to deal in the market effec- 
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tively. Such loans may be granted at 7 to 8 per cent per annum 
and the security will be crop and land of the farmer or the 
societies. This loan is to be given specifically to meet effectively 
the rise and fall of prices in the market. 


ORGANISATIONAL STRUCTURE 


As has been suggested earlier that the Agricultural Refinance 
Corporation may be re-organised as Agricultural Mortgage Deve- 
lopment Corporation or Land Mortgage Development Corpora- 
tion as a subsidiary of Reserve Bank of India or as a Government 
Corporation. Similarly land development banks may be organised 
in the place of land mortgage banks at State level and _its 
associates or branches at block levels. Each development block 
covers an area of about 388 to 440 square kilometers and as such 
would be a convenient area of operation for such associates of 
land mortgage development banks. At the State level these banks 
may be organised as public corporations in those States where 
co-operation has not taken its root and in other States as co- 
operative banks. Thus such a dual-organisation structure would 
provide a competitive spirit and also would meet the divergent 
character of different States’ rural folks and mores. In any case 
its governing body should have representation of all such institu- 
tions which are directly or indirectly linked with agricultural 
finance and development. At the block level instead of having 
primary co-operative land mortgage banks it may be worthwhile 
to have simple loan committees consisting of farmers residing in 
the block and enthusiastic in such an organisation for agricultural 
development, and where such committees cannot be formed 
independently it may be created as an organ of Panchayat as one 
of its sub-committees. This committee will scrutinise applications 
for loans and would advise the Bank about the importance of 
such loans keeping in view the local situation and programme of 
development envisaged therein, in the context of the larger 
perspective of development of village or agriculture. Applica- 
tions for crop production and farm improvement loans may be 
initiated by this committee and facility and commodity loans may 
be initiated by the Bank at the State level. 
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FUNCTIONS 


The functions of the Bank at the State level will include scrutiny 
of loan applications, valuation of security, disbursement of loans, 
provision of warehousing and processing facilities, marketing of 
crops and purchase of goods needed by farmers. Marketing may 
be effected directly or through co-operative societies, if such an 
organisation exists in the State. Moreover the State unit along 
with the Central Corporation may take up the work of developing 
plans and programmes of development within the broad frame- 
work of Plans worked out by the Planning Commission. Each 
State land development bank may set up a competent research 
department for such purposes so that it may create an effective 
leadership and may not rest content as a mere supplier of credit. 
This will fulfil the objective of Government policy of planning 
from the base as these State units will get the benefit of local 
committees through their representation in the research depart- 
ment. In developing countries it has been often experienced 
that there is not so much lack of entrepreneurs as that of proper 
guidance and advice on the preparation of projects, and the 
necessary Management and organisational personnel. In many 
States land mortgage banks while initiating development loans 
have complained that enough response for such loans could not be 
obtained as farmers in their areas do not have the technical or 
organisational knowledge to execute such projects of development. 
It is, therefore, felt that such services, if provided by the State 
land development banks, would encourage farmers especially the 
third group of farmers who have the necessary urge for develop- 
ment but lack in means for such development both from the 
point of view of capital as well as organisational skill and know- 
ledge. ‘he Central unit may undertake surveys to look for or to 
mark out profitable fields of investment in rural areas. This may 
not be taken to be an unusual function of such banks as already 
in Latin American countries such units exist. In fact, they have 
built up large technical and research staff which have not only 
served the institution concerned but also have provided a training 
ground for farmers desirous of such knowledge. ‘The activities 
cited herein may, however, not be considered as complete in all 
details. In this long and incomplete list of activities, the provision 
of initiative and of technical assistance in the organisation and 
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management of new and old farms may well be the most exciting 
and innovating in character. Achievements in this direction will 
be looked forward with interest, But the main function of making 
provision of finance for such projects should not be lost sight of. 
Its lending is not only long-term but all pervasive. Its financing 
or even participation may be in new farms or in raising untried 
crops or untried rotation of crops. Its investment may not yield 
any return for a long time, though its overhead will be high from 
the start. Risk is there but such development banks have been 
presumably set up or to be set up precisely to take up such risks. 
The trick: is to strike the fine line between excess of caution and 
excess of zeal. Special attention may be given to the methods of 
financing these banks and also to their management personnel. 
Financing must pay due regard to the risks and illiquidity of the 
bank’s investments. Management must have a rare combination 
of good judgement and imagination and concern for management 
must not be limited to the employees of Bank but should be 
extended to its clients also, i.e. farmers. 


FINANCING 


As has been explained in an-earlier para the risk implicit in a 
bank of this nature and the likelihood of an initial period with 
little earnings or no earnings suggest the desirability of getting as 
much equity as possible in relation to loan capital, though it may 
impose heavy fixed charges. ‘The importance of earnings will be 
very much if the equity comes from private investors but it may 
be of little significance if all the resources come from the Govern- 
ment. But in either case the uncertainities inherent in the long- 
term financing especially in new projects require a considerable 
portion of risk capital. Therefore, the question arises: what is a 
reasonable ratio of debt to equity? ‘There can be no precise or 
sure answer to this question but in helping set up development 
banks, the World Bank has insisted upon an initial debt-equity 
ratio not greater than 3 to 1, increasing it only in the light of 
experience. ‘The next pertinent question that may arise in this 
connection is: Where from the capital is to be raised? It may 
be taken for granted that a large slice of the same will come from 
the Government, directly or indirectly. Indeed the initiative in 
the creation of such development banks both at Central as well as 
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State level is to come from the respective governments as part of 
a policy to stimulate private investment. The effect of that 
stimulus is likely to be directly related to the amount of funds 
that the Government provides, since these may be cheap funds, 
available at less than the going cost of capital. As has been 
emphasised earlier that agricultural development finance also 
need to be provided at a cheaper cost, an important question 
therefore, is whether the Government should provide the entire 
capital of such Banks. This cannot be answered in a straight 
manner but if an increase in the amount of capital available for 
long-term investment in agriculture is indeed a matter of concern, 
an effort may be made to get private capital into the institution. 
But ultimately the resources of the Government or of public 
institutions will be drawn only to make up the difference 
between what can be obtained from private sources and the 
amount considered necessary for minimising governmental con- 
tribution. This is because generally governments have difficulty 
enough in mobilising the resources required to finance the invest- 
ments that they alone can make; and the demand for such 
investment is often so great that part of it must be foregone or 
postponed unless the Government falls back on deficit financing 
to a degree likely to result in inflation. Moreover, the independ- 
ence of the management of such banks from pressures of both 
private and government may be strengthened by the extent of its 
diffused ownership. In India, the entire fund of the Central 
Corporation should be provided by the Central government and 
the Reserve Bank of India and it may be floated as a subsidiary 
of the Reserve Bank of India of course with independent manage- 
ment so far as normal functions are concerned. The private 
capital especially of Zamindars and big land-holders may be 
obtained in the State unit which may be organised as co-operative 
or public corporation with private participation.” The compen- 
sation bonds issued to landlords as compensation for their lands 
may be converted into debentures of these banks to be paid in 
instalments for the implementation of land improvement pro- 
grammes. 


The Plans in India emphasise a number of special programmes 


22 In this First Group of Farmer may be considered, refer p. 172, of the pre- 
sent study. ; 
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aimed at enrolling popular enthusiasm and broad participation. 
Foremost are those dealing with the distribution of land 
ownership. ‘Land to the tiller’ was a widely accepted policy 
long before independence. To increase the rights of the peasant 
in the land continues to be a major land reform objective 
in India’s development programmes. The social justice 
dimension of land reform is clear particularly in a country where 
there has been a sizeable landlord class, where the average farm 
size has been declining, and where the landless agricultural 
labourer has been increasing. Yet the contribution of land 
reform to ecnomic development needs to be appraised against 
the fact that on the average there are today not more then 5 acres 
of cultivated land per family in India. For the next plan or 
two, the rate of growth in the number of rural families will be 
greater than the rate at which new acreage can be brought under 
plough. The average size of farms will continue to decline. In 
this situation, ‘land to the tiller’ alone can give limited economic 
advantage. Ifland reform is to be an important element in our 
programme of development, it must be accompanied by 
programmes which concentrate on increasing the productivity 
and output of lands and through intensive cultivation provide 
land saving benefit to farmers as in that case a 5 acre land will 
not remain 5 acres from the point of view of output and _producti- 
vity as all those will be increased by the intensification of production. 
A composite programme, directed at yields per acre as well as 
total output from the land, might provide the real stimuli for 
agricultural development and increased enthusiasm to the farmers. 
The Third Plan of India has spelled out a programme for rural 
co-operatives as a key component of the scheme for implanting a 
dynamic spirit among the rural people.” But in a nation where 
the rural economy has long been static such programmes should be 
imbued with enterprise and finance.” ‘This should be the real field 
of work of the land development banks of this study. Broadly 
speaking land development banks should undertake to execute the 
programme for increasing agricultural production in the following 
three ways: (a) by the optimum utilisation of the available land 
resources through systematic land use, planning, extension of 


22 Wilfred Malenbaum, Prospects for Indian Development, London, p. 135 
23 Hagen, The Process of Economic Development, pp. 206-213 
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multiple cropping and introduction of improved cropping patterns; 
(6) by providing irrigation and water facilities and a proper 
system of drainage and by reclamation of land; and (c) by bringing 
about technological changes, specially the use of scientific 
agricultural practices, improved implements and equipment and 
better seeds. These areas of working of land development banks 
may be spelled out in greater detail as follows: (¢) Crop Planning: 
it is essential that the cultivator is induced to put the land to the 
best use so that it may result in the maximisation of agricultural 
production of the country, taking all crops together. The question 
is to ensure that crop production is taken up everywhere on 
a commercial basis. ‘To some extent irrigation facilities and new 
demands have led in some of the areas to the substitution of more 
remunerative crops for less remunerative ones. ‘This is borne out 
by the special surveys which have been undertaken, and is also 
reflected in changes which have taken place in the crop patterns of 
different States. In the year 1961-62 as compared with 1953-54 
areas under the following crops have shown an increase, ¢.g. jute 
(84 per cent), sugar-cane (70°5 per cent), groundnut (51 per cent) 
wheat (25.9 per cent), cotton (8°4 per cent), rice (8°2 per cent). 
However, the average farmer remains a subsistence farmer, and is 
incapable of working out the economic merits of several alternative 
ways of organising his farm. Land development banks should plan 
with the help of its planning and research wing the method of 
farming and programmes of crop planning suited to the respective 
areas of operation. (iz) Plan out Irrigation facilities and reclama- 
tion of lands, development of agriculture calls for extension of 
irrigation on a large scale. It is estimated that_at present the 
technical possibilities of irrigation in terms of gross area irrigated 
extend to about 175 million acres, about 100 million acres 
being irrigated by large and medium irrigation schemes and the 
rest by minor irrigation schemes. ‘The net area irrigated is 
estimated to have increased from 51.5 million acres in 1950-51 to 
about 70 million acres in 1960-61. It is estimated that at the end 
of the Second Plan, as against a total potential of 12.15 million 
acres from major and medium irrigation projects, actual 

"1 A, V. IS. Sastri and P.S. Sharma, ‘Contribution of Yield and Area to 
increases in Rice Output’, Agricultural Situation in India, Vol. XIV, June 1959, pp. 


229-234, and also V.G. Panse, “Fréndsin the Yield of Rice and Wheat in 
India’, Economic Weekly, September 1959, p. 1227 
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utilisation was of the order of 9.15 million acres. Similary 
a recent study of the problems of minor irrigation by the 
Programme Evaluation Organisation suggests that the non- 
utilisation by the farmer of the facilities of irrigation is a factor 
of quite serious dimension even in the case of minor irrigation, 
and calls for close study in each area with reference to different 
types of work. This is precisely another field of work of land 
development banks; 7.e., plan the scientific methods of cultivation: 
It is necessary to pay attention to the improvement of the 
methods of cultivation for increasing agricultural production. 
For bringing about technological changes it is necessary 
to make available improvd agricultural implements, fertilisers 
and chemicals and better seeds, besides irrigation facilities. 
The overwhelming need for higher agricultural production 
provides the urge for introducing measures which are known 
to increase the yield per acre of land. As has been emphasised 
earlier that the physical productivity of agricutlture can 
be raised only by capital investment, the form which such 
investment will take will vary with the changing relative 
scarcities of the several productive factors. Once all available 
land has come under cultivation, investments in landsaving 
improvements will immediately become appropriate. Hence lack 
of continuity in the supply of essential farm inputs like fertilisers, 
chemicals and implements often retards progress. A number 
of input-output analyses of agriculture in advanced countries 
has brought out the importance of a high degree subsubstile- 
mentailty among inputs. The F. A. O. study while explaining 
the cause of increase in agricultural production in the advaced 
countries of Europe, U. 8S. A., Taiwan and Japan has 
concluded that higher yields were the result of additional inputs 
of fertilisers.2° In India there is enough scope for improvement 
in this direction and land development banks should take up the 
work. In fact, such banks could facilitate both production 
and distribution of fertilisers to the farmers. It may be 

23 V.T. Krishnamachari, ‘Role of Community Development in Agriculture 
Production, Economic Review, Vol. X, No. 3, June 1958, pp. 5-11 

26 FW. Parker, ‘Fertilizers in the Indo-American Technical Assistance 
Programme’ draft paper presented at the Annual meeting of the American 
Society of Agronomy, 1958 and also R.H. Engle, A Summary Report of the 
Indo-American Fertilizer Programme, 1952-57 
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suggested that instead of establishing a separate central agency 
as is being cotemplated (Central Fertilizer Marketing Corporation 
and National Seed Corporation) it would be better if the 
contemplated functions of these national units are transferred 
to the State land development banks. Besides other advantages, 
it would save the farmer from the multiplicity of institutions. 
In addition to all these, land development banks should 
sponsor in suitable areas agro-industries for providing more 
employment to rural people. Further it may be kept in view 
that leadership for accelerating the growth, the role which is being 
contemplated for land development banks, confines not to 
economic tasks alone but also extends to social services especially 
the field of education, and as such landowners may be provided 
with enough opportunity to learn more about farming. ‘This 
job in due course, should be taken up by the land development 
banks as this would lessen their burden of supervision and would 
make agricultural lending less risky.?’ 

It may be concluded therefore, that in India _ conditions 
exist in the agricultural sector which could be improved by the 
adoption of such methods which would provide the stimuli of 
capital and leadership to this sector. ‘The extent to which such 
stimuli will create conditions of improvement will depend upon 
the type of new relations that can the worked out in between 
the credit institutions and tillers of the soil. The new relation 
should be development biassed. In Japan such leadership and 
stimulus was provided by Samurais who accidently settled in 
villages in search of employment. In fact, a sizeable part of the 
Samurai, an exceptionally energetic and comparatively 
enlightened section of society, was driven by circumstances 
to seek its livelihood in the rural economy. Many young farmers 
who came in contact with them were inspired and were greatly 
stirred. ‘This was a boon in disguise for traditional Japanese 
farmers who were ill-educated and self-contended folks, little 
desirous of any improvement in their farms. In India, despite 
rise in education among the rural people in recent days, much 
benefit could not be obtained from these enlightened people 
as most of them preferred to stay on in urban areas. It is, 
therefore, necessary to provide an alternative leadership for 


27 Evelyn Wood, Patterns of Influence within Rural India, pp. 372-390 
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Indian farmers. Since individual leadership cannot be counted 
upon, institutional leadership may be encouraged. This is 
precisely the object of the Community Development Scheme 
launched and pioneered by the Gcvernment of India. But it 
is yet to prove its mettle." For this reason some other alternative 
agency is to be conceived for providing the much needed 
leadership to agriculturists. The present work has strened that 
economic progress in agriculture can be bought about by prepar- 
ing and executing plans for development based on sound local 
assessment of production possibilities. As these are beyond indi- 
vidual efforts and means, the institutional efforts and means, the 
institutional efforts are needed. Moreover, these institutions 
should not be based an sentimental link-up as is the case with the 
cooperative institution. It may therefore, be suggested that Land 
Development Banks with corporate structure should be provided 
for agricultural development and for leadership in rural areas.?° 
It will provide the needed people’s participation and commercial 
outlook to the domesticated agriculture and the fulfilment of the 
national objective of planning from the base.”® 


28 Malle Gowde, Social Reform and Rural Reconstruction and also §. C. Dube, 
India’s Changing Villages. 
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